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If you did the sewing... 


You'd be sure to get the world’s No. 1 
sewing machine. 

But then—to ease the work of the 
person who does the sewing in your 
home—you undoubtedly have provided 


her with the best! 


You'd be sure to get the I} orld’s No. 1 
Typewriter. 

Perhaps you've already made sure 
that your secretarial staff has Royals— 
the most efficient typewriters ever de- 


“ ! 
signed! 











Royals click with everyone! 


Popularity! A national survey shows that Royal is the favor- 
ite typewriter among secretaries and typists. Preferred—2 to 
| over any other typewriter! Your typists will do more work. 
better work on machines they prefer to use! 

Royal efficiency! There are work-saving, time-saving fea- 
tures on a Royal not found on any other typewriter! Meaning 

higher production per machine! 

Royal durability! These typewriters are really sturdy. Royals 
stand up... spend more time on the job, less time out for 
repairs. With Royal, you get the maximum return for your 


typewriter investment! 


ROYAL~—Morta’s No. 1 Typewriter 








The Controller, February, 1948 57 


‘DITTO £22 you nathing /” 


Scott, Foresman & Company 





Scott, Foresman & Company, prominent educational pub- 
lishers, have this to say about their Ditto Order-Billing 
Back Order System: “To those contemplating the installa- 
tion of a Ditto Business System we say, ‘Ditto Costs You 
Nothing.’ It is an investment which yields substantial 
savings in time and money and pays its cost many times 
each year.” 

Hundreds of business firms, in scores of industries, at- 
test to this. For Ditto is more than a duplicating method; 
it is a One-Writing Business System that helps mesh the 
gears of every department of business. Whatever the size 
or nature of your business, you can adapt Ditto with profit 
to order-billing, payroll, production-order and purchase- 
order work. To learn how Scott, Foresman utilizes Ditto 
to its advantage, write today for your free copy of Case 





PRODUCTION History No. 4710. 
oe DITTO, INC., 2215 W. Harrison St., Chi 12, ll 
PURCHASING y - . Harrison St., icago 7 ” 
In Canada: Ditto of Canada, Ltd., Toronto, Ontario 
ORDER-BILLING 


One Uniting D i TTO Business Systems 


TRADE MARK REG, VU, S. PAT, OFF, 
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There’s more than one way to unload 
grain. Here, they just shake the car 
and it empties itself! 

Records of the grain’s journey are 
kept on Fanfold waybills, details are 
checked on Flatpakit forms. Other, and 
varied, cargoes move by truck, all facts 
secure on Speediset manifests. Such 
business forms, made by Moore, lay 
down a smooth road of paper over 
which freight and passengers roll. 


Moore Business Forms whittle costs 


<= MOORE 


TRADE. MARK 


sharply on all writing tasks. Wilson 
Storage & Transfer Company, Sioux 
Falls, South Dakota, use Moore 9-part 
Fanfold Freight Bills, “save about 
$3000 a year.” The Reading Company, 
Philadelphia, make a considerable sav- 
ing in time and money with Moore 
multi-copy forms. 

Moore, supplying many thousands of 
business forms, may help bring impor- 
tant savings in your forms operations. 
Call your local Moore office, today. 


SS FORMS, INC. 


Factories In Niagara Falls, Elmira, N. Y.; Minneapolis, Minn.; Denton, Texas; Los Angeles, Emeryville, Calif. 
Sales Offices in over 200 cities from coast to coast, also factories and sales offices across Canada 
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Introducing This Month's Authors f 








Elmer C. Walzer (“A Financial Editor's 
Views on Stockholders’ Annual Reports,” 
page 64) has been a specialist in financial 
news and markets for 25 years. Since 1926 
he has been financial editor of United 
Press. Born in Rochester, New York, Mr. 
Walzer was fi- 
nancial editor of 
the Rochester, 
New York, 
Times-Union in 
1922, while still 
an undergradu- 
ate at Rochester 
University. In 
his last year of 
college he be- 
came _night-edi- 
tor. In 1924, he 
came to New 
York to teach English and history at Wag- 
ner College in Staten Island. A year and a 
half later he joined United Press as filing 
editor. Within a few months he became fi- 
nancial editor. 

Mr. Walzer writes stock market news 
and a daily column, “Financial Gossip,” 
carried on financial wires, as well as more 
comprehensive financial stories. In addi- 
tion he contributes two columns a week to 
the United Press radio service. Grounded 
in economics at the University of Roches- 
ter, Walzer continued studies of the sub- 
ject at Columbia University. He is a past 
president of the New York Financial 
Writers Association. 


MR. WALZER 


Accounting professor, certified public 
accountant, corporation executive are only 
three of the roles carried by James V. 
Toner (“Depre- 
ciation Account- 
ing: A Review 
of Policies and 
Current Prob- 
lems,” page 71) 
during the course 
of the past four 
and one-half dec- 
ades. Presently 
he holds the po- 
sition (since 
1941) of presi- 
dent and general 





MR. TONER 


manager of Boston Edison Company, with 
which he has been connected since 1937, 
first as auditor and later as executive vice 
president and treasurer. 

In the quarter-century preceding 1937, 
Mr. Toner was a teacher in secondary 


schools (1912-1920), professor of ac- 
counting at Boston University (1920- 
1938), author of several books on ac- 
counting, certified public accountant in 
Massachusetts, organizer of the College of 
Business Administration of the University 





of Porto Rico (1926), and president and 
treasurer of Saart Bros. Company, Attle- 
boro, Massachusetts (1927-1937). 

A native of North Attleboro, Mr. Toner 
holds A.B., A.M. and LL.B. degrees from 
Holy Cross College in addition to the 
B.B.A. degree from Boston University. He 
is a director or trustee of several commer- 
cial, manufacturing and insurance com- 
panies and banks, as well as the General 
Alumni Association of Holy Cross, North- 
eastern University and like groups. 


R. G. Sappenfield (‘Integration of 
Standard Cost and Material Control,’’ page 
74) is president and treasurer of Campana 
Corporation, Ba- 
tavia, Illinois, 
and is a director 
of several other 
corporations. 
Previously he 
was chief ac- 
countant for the 
Springfield Fire 
and Marine In- 
surance Com- 
pany, chief 
traveling auditor 
of The Chicago, 
Milwaukee and St. Paul and Pacific Rail- 
road Company, and controller and vice 
president of The W. T. Rawleigh Co. 

He is a lawyer, having been graduated 
at the John Marshall Law School with a 
LL.B. degree. For scholastic attainments in 
law school he was awarded the Delta Theta 
Phi gold key. Mr. Sappenfield is licensed 
to practice law in the Illinois and Federal 
Courts and before Federal Administrative 
Agencies. He is a member of the American 
Bar Association, the Illinois Bar Associa- 
tion, and the Chicago Bar Association. He 
did post graduate studies in ‘Trade Regu- 
lations” at Northwestern University Law 
School, and in ‘‘Patents, Trade Marks and 
Copyrights” at John Marshall Law School. 
Prior to entering law school Mr. Sappen- 
field studied Accountancy and Finance at 
the Walton School of Commerce, of which 
he is a graduate. 

Mr. Sappenfield’s training and experi- 
ence has not been confined to the account- 
ing, finance, and legal phases of business; 
he has been directly in charge of domestic 
and foreign buying and selling activities, 
and in establishing manufacturing plants 
in foreign countries. He has developed and 
inaugurated production incentive plans re- 
sulting in higher wages to workers but 
lower costs per unit of product; and he has 
designed and installed systems for branch 
house operations in foreign countries. 

He holds certificate number 2,448 in the 
Controllers Institute of America, being a 
member of the Chicago Control. 





MR. SAPPENFIELD 


Mr. Ralph S. Henderson, (‘“Moderniz. 
ing the Insurance Program,” page 68) an 
insurance broker, is executive vice-presi- 
dent of Alexan- 
der & Alexan- 
der, Inc., which 
is headquartered 
in New York. A 
resident of 
Maplewood, 
New Jersey, Mr. 
Henderson was 
born in Balti- 
more, Maryland, 
and attended 
schools in that 
city, including 
Baltimore City College. He entered the in- 
surance business in 1914 with the Citizens 
Fire Insurance Company of Baltimore and 
subsequently became an insurance engi- 
neer with a New York insurance brokerage 
office and later on, with an agency in Bal- 
timore. 

Mr. Henderson associated himself with 
Alexander & Alexander, Inc., in Septem- 
ber, 1918 in the capacity of insurance engi- 
neer and opened the office of Alexander & 
Alexander, Inc., in New York City during 
1918. In January, 1923, he was placed in 
charge of the Tulsa office of Alexander & 
Alexander, Inc., where he remained until 
January, 1939. While in Tulsa, he served, 
for a time, as instructor of an insurance 
course at the downtown college of the Uni- 
versity of Tulsa. 


Bachrach 





MR. HENDERSON 


J. W. Cason 
(‘Physical Cap- 
ital Budgets,” 
page 86) is 
comptroller and 
director of In- 
terstate Oil Pipe 
Line Co., .of 
Tulsa, Okla- 
homa, having 
joined the com- 
pany in January, 
1945, following 
some three dec- 
ades of activity in the oil industry. A na- 
tive of Gloster, Mississippi, Mr. Cason 
was a bookkeeper for Central Lumber 
Company, of Baton Rouge, Louisiana, 
prior to entering the employ of Standard 
Oil Company (New Jersey) and subsidi- 
ary companies. He spent a year in military 
service in Worid War I, and during the 
recent war was loaned by his company, in 
1942, to War Emergency Pipelines, Inc., 
of Little Rock, Arkansas, a non-profit 
company organized to construct and oper- 
ate the ““Big-Inch” pipe line as agent for 
the federal government, for the purpose 
of setting up an initial accounting system, 
and employing and training an initial ac- 
counting organization. Mr. Cason is 4 
member of the Controllers Institute of 
America. 





ae 
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IAS offers to qualified 
accountants a C. P.A. 
Coaching Course which 
has produced outstanding 
results. The enrollment fee 
is $50.00. For full partic- 


ulars address a letter to: 


S = 
eee eevee eeeeeeeeeeeeeeaneeeen 


[| ~~ 


: INTERNATIONAL ACCOUNTANTS SOCIETY, tne. 
A Correspondence School Since 1903 


209 WEST JACKSON BOULEVARD 





CHICAGO 6, ILLINOIS 
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Editortal Comment 


U.S. Army Now Has a Controller 
RMY Secretary Royall has appointed an “army con- 
troller.” This move was a result of several months 
of intensive study. It was discussed with representatives 
of the Controllers Institute of America last spring in 
Washington. 

As described in the newspaper announcements, the 
duties of the controller will be general supervision and 
control of all budgetary matters; preparation of budget 
estimates; formulation and coordination of basic fiscal 
policy; supervision of use of foreign exchange by the 
army overseas; development of cost analysis and con- 
trol; survey of effective integration of manpower and 
of administrative organizations, methods and proce- 
dures. 

This is indeed a step forward. 

Earmarking of Depreciation Mone} 
EFERRING to a paragraph in our editorial com- 
ment in January’s issue, Mr. R. J. Ryan, assistant 
treasurer of Textile Machine Works, of Reading, Penn- 
sylvania, makes some interesting and constructive com- 
ments of his own. The paragraph in question stated 
that public accountants favor the making of provision 
for the cost of replacement of outworn equipment by 
funding the reserve by setting aside cash or securities. 

Mr. Ryan says that his company’s officials “have been 
thinking for some time along the lines that all depre- 
ciation money should be segregated.”” He adds: 

“We have, of course, been keeping up with the cur- 
rent discussions on higher replacement costs, and the 
like. Most of these people seem to ignore the fact that 
the money previously charged off is not available for 
spending. Our belief is that it is more important to 
have the money on hand when replacement is needed 
than to argue about the exact amount of charge-off; in 
fact the latter is really a separate subject.” 

Mr. Ryan’s company has prepared a pamphlet on the 
subject entitled “Good Housekeeping in Business.” 
Under the heading “The Earmarking of Depreciation 
Money” this pamphlet says: 

“In the process of depreciating plant and equipment, there 
is a movement of funds like this: 
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“1. Cash is invested in plant. 

“2. Plant is depreciated and this depreciation becomes a 
part of the cost of every unit sold. 

3. Reimbursement for this cost appears in collections for 
units sold. 

“4, This reimbursement in the form of Cash enters Work. 
ing Capital. 

“Thus money is constantly being pumped out of the Fixed 
Assets account and into the category of Liquid Funds.” 


These questions are asked in the pamphlet: 


“After years of experience and much thinking on the sub- 
ject, we at Textile would like to propose these questions: 

“Is it right to permit these funds to find their way into 
Working Capital and gradually swell it, without specifically 
earmarking them as money extracted from our plant? 

“Is it right to allow these Funds to enter Working Capital 
at all? 

“Would not it be better to pay this money into a separate 
account, keep it away from Current Assets, and let it stay in 
the category from which it came—Fixed Assets ? 

“Should not the Plant Account and the money depre- 
ciated from it remain in the same class of Assets?” 


The pamphlet continues: 


“Obviously this theory departs from older ideas. It has 
been almost the universal practice for manufacturers to merge 
Depreciation Money with Working Capital. 

“It was considered good business to use Depreciation Funds 
for operations, on the ground that more money could be 
made in this way than by segregating the Funds and earning 
only small percentages as investment accounts. 

“Our observations have shown, however, that very often 
these Funds were dissipated through dividends or unneces- 
sary expenditure, and, therefore, were not available when 
really needed. In other cases, Depreciation Money merely re- 
sulted in excess Working Capital which remained idle and 
produced nothing at all.” 


Under the heading ‘“The Plan as It Applies to Our 
Own Business” the pamphlet says: 


“After clearing up our war contracts, we took a good look 
at our own affairs, only to find out that we were not pursu- 
ing our own principle. 

“Every year we had charged off substantial amounts for 
Depreciation, but we had not been spending these sums, nor 
did we have any real idea of how much of our money had to 
be devoted to re-equipment. 

“In spite of a well-merited reputation for a splendidly 
maintained, modern and efficient plant, the fact was that we 
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had too much machinery which had long since been fully 
depreciated, and we had not earmarked funds to cover these 
necessities. 

“Our financial people, who had fondly contemplated a 
balance sheet well equipped with beautiful liquidity ratios, 
were shocked to find that there really was an underlying 
‘mortgage’ on these monies. We were not as prosperous as 
we thought we were. 

“We decided to do something about the situation, and make 
sure that it did not happen again. 

“Our superintendents and plant maintenance staff were 
called upon to make detailed lists, not just estimates, of all 
the machinery and heavy electrical equipment required for 
the next two years. Everything that could be ordered was 
placed on definite purchase orders. Other equipment, for 
which orders could not be placed at this time, due to the 
manufacturer's unwillingness to commit himself so far ahead 
of his ability to deliver, was listed as future but definite com- 
mitments. 

“When we totaled the dollar value of these lists, we found 
that we had to prepare for Capital Equipment purchases in 
seven figures. Even this by no means reached the total of our 
Reserve for Depreciation, but we felt that the important thing 
was to make a beginning. 

“The Board of Directors immediately resolved to segregate 
assets, in the form of cash and government bonds, to cover 
this list of needed equipment, and directed that these Funds 
could not be used for any other purpose. 

“This segregation was accomplished by establishing a 
‘Fund for Plant Replacement and Modernization,’ on the As- 
set side of the balance sheet, which Fund was listed as a 
‘Fixed’ (Plant) Asset, and not as a ‘Current’ Asset. 

“We directed one of our banks to segregate cash and secur- 
ities and tag them ‘Fund for Plant Replacement and Modern- 
ization.’ This bank holds nothing for us but the Plant Fund. 

“Our board directed that payment for our new equipment 
should be made out of these segregated Funds. And then they 
went further. 

“They directed that, as our quarterly profit and loss state- 
ments show charge-offs for Depreciation, the amount of these 
charge-offs are to be deposited immediately, in cash, into the 
special Plant Fund; and that these Funds are to be used only 
for the purchase of plant and equipment. 

“The result achieved was to implement our Depreciation 
Reserve, by balancing it with a Reservoir of Money, from 
which the necessary replacements can be made. 

“This provides that the money will be there when we need 
it. It also has the psychological effect of constantly reminding 
management that the plant is depreciating, that the money is 
available for modernization and that something should be 
done about it. 

“To earmark money needed in the future for plant pur- 
poses is our idea of ‘Good Housekeeping.’ 

“Some firms make tentative, and some quite definite budg- 
ets for Capital Expenditures. In either case the budget struc- 
ture would be sttengthened by moving the actual money to a 
separate place. Depreciation money is the right source for 
these funds. 

“In this era of rising prices your depreciation money may 
not be sufficient to meet your entire requirements when the 
time for replacement comes. But at least the capital returned 
via the depreciation route will be kept intact and ready for 
action.” 

The experience of this company may, and probably 
will, be useful to others. As Mr. Ryan points out, de- 
preciation money will not be sufficient to meet a com- 
pany’s entire requirements, and it is around that point 
that the current discussions revolve. It is a case now of 


how to catch up with the procession. Mr. Ryan will 
undoubtedly be glad to make available to inquirers 
copies of his company’s pamphlet. 


No Decision 


HE Chicago members of The Controllers Institute 

of America in a meeting held on January 21 dis- 
cussed ‘present day market prices of equipment and 
their effect upon the depreciation reserve.” A report of 
that meeting which comes to us remarks that “it cannot 
be said that a definite agreement was reached on the 
solution of the problem of financial presentation and 
methods of meeting the problem.”” That sums up well 
the present thinking with respect to that problem. 


It Was Not Kipling, but Knox 


O NE of the close readers of this magazine, Mr. R. 
Seversen, of Electrolux Corporation, of Old 
Greenwich, Connecticut, has set us straight with re- 
spect to the source of the line, “the everlastin’ team- 
work of every bloomin’ soul’, which we used in the 
January issue of “The Controller’, in commenting on 
an article by Colonel John R. Howland, ‘Twelve Rules 
for “‘Teamwork’”. The line which was quoted was 
credited to Rudyard Kipling. 

It appears that it was not Kipling at all who wrote 
these words, but instead, James Mason Knox. It was 
a line in a brief poem by Mr. Knox, Mr. Seversen 
points out, which reads as follows: 


It ain't the guns nor the armament 
Nor the funds that they can pay 
But the close co-operation 
That makes them win the day. 


It ain’t the individual 
Nor the Army as a whole 
But the everlasting team-work 
Of every bloomin’ soul. 


Our thanks go to Mr. Seversen. Like Mr. Seversen, 
we prefer to see any credit that is due go to the right 
person. 


Swan Song 


FE is with mixed emotions that we say farewell with 
this issue to those who have been numbered among 
our readers for the past fourteen years, since publica- 
tion of this journal was undertaken. We are happy to 
have the opportunity to rest and relax on an extended 
leave of absence, which will be followed by retirement; 
on the other hand we lay down our pen with genuine 
regret. It was a pleasant experience to aid in giving 
birth to The Controllers Institute of America and in 
shaping the direction and purpose of controllership 
through these columns. 


—A.R.T. 








A Financial Editor's Views on 
Stockholders’ Annual Reports 


When I accepted the invitation to dis- 
cuss what an annual report to stockhold- 
ers should contain, I did so without real- 
izing that controllers are the experts who 
prepare annual reports. When I did real- 
ize that, it was too late. It seemed to me 
something like my trying to explain to a 
convention of watchmakers how to put a 
watch together, or like telling a group of 
petroleum engineers how to build a cata- 
lytic cracking unit for an oil refinery. 
When I regained my composure, I tried 
to convince myself it was not just like 
that. I do not write reports. But I have 
rewritten hundreds of them for news- 
papers throughout the world. To rewrite 
the reports, I had to read them. My read- 
ing of reports convinces me that all are 
not what they should be. All are not bad. 
Some are very bad. 

I had some pretty definite ideas about 
what an annual report should contain, es- 
pecially after I examined more than a 
thousand of them as a judge in the Fi- 
nancial World’s annual report contest 
which ended in a big award dinner last 
October. I have been watching the growth 
and development of annual reports and 
must say it is a mighty rapid one. But I 
sometimes wonder if some of the growth 
is not stimulated by a chance to win a 
prize in a contest. I think effort should 
be spent on a report for something more 
than winning a prize. 

As a matter of fact I believe that the 
annual reports of corporations can play a 
part in maintaining our American system. 
American industry, it seems to me, is on 
the defensive because it has not been vo- 
cal enough. It has not told its story. As a 
result, its enemies have an easy advantage. 
They distort truths. They make false ac- 
cusations. They call big business a lot of 
names just because it is big. They hit at 
profits. They jeer at the word surplus. 
They talk of hidden profits that just are 
not there. They say business could easily 
cut prices and raise wages. In fact, they 
boldly tell industry they ought to look at 
the books so that they can tell the corpo- 
rations how to operate. 

Well, I say let them look at the books! 
They would not know one figure from an- 
other. These critics are not so smart. But 
they have an advantage—or have had one 
—because industry has not been fast 
enough on the return punches. Another 
thing on their side is the ignorance of the 
general public on corporate affairs. People 
will believe almost anything about busi- 
ness. The worse the statement is, the more 


By Elmer C. Walzer 


readily they seem to grasp it to their 
bosoms, and the louder they yell that big 
busiriess is the ruination of the nation. 

Of course, it is a lot easier to take the 
course to “the left’’ in talk. For example, 
it is easier to talk about spending our way 
out of a depression than it is in convinc- 
ing people we ought to pay our debts and 
thus have a little less for ourselves im- 
mediately. ‘Soft’ money has more appeal 
to the masses than “hard” money. The 
critics of big business and some of the 
politicians have learned this system and 
the latter have been able at times to gar- 
ner votes by using it. 

I do not advocate having business fol- 
low the tactics of its critics. I should like 
to see business maintain its dignity and 
convince by logic rather than by lies. I 
want business to tell the truth about itself 
—to tell exactly how it operates—to tell 
just what its place is in our system—to 
tell why our system is better than the 
others which are so highly praised by the 
critics of big business and little business. 


TELLING THE STORY 


I believe business can tell its story in 
various ways. The annual report to stock- 
holders is one of them. That report can 
do a great service if it reaches many read- 
ers who are willing to learn and who in 
the past have been frightened away from 
annual reports by their forbidding con- 
tent—by their big words—by their com- 
plicated phraseology—by their drab ap- 
pearance. 

I do not pose as an authority on reports 
or on our present national and interna- 
tional complications. I have a few ideas 
on reports and I give them to you for your 
consideration. Personally, I believe they 
will help in bringing in reader interest 
and in helping stave off the subversive 
talk against business. If business can get 
its message to our people I am sure that 
good old American common sense will 
prevail against the groups which would 


abolish big business and put all industry 
under government control. 

Naturally my experience is slanted by 
the newspaper business. That is some- 
thing I think I know something about. So 
I am going to try to tell you what an an- 
nual report should contain on the basis of 
my experience with many in my business 
and on some reporting I have done since 
getting this assignment. 

I am not going into every detail of the 
report. You know all about the details. 
If you want to read about what other peo- 
ple think, there is a growing library on 
the subject. That is a good sign. It shows 
annual reports are being studied widely. 
And certainly the report product of the 
corporations improves each year. 

This year’s crop was the best ever. I ex- 
amined hundreds of beautiful reports. 
Their printing was superb. Their color 
schemes rated 100 per cent. They had the 
eye appeal that could come only from ex- 
pert handling. In fact, they were prac- 
tically ‘‘models.” Often, however, the 
content of the reading matter in these re- 
ports was sacrificed to printing technique. 
Frankly, I like the home-made kind—the 
reports that reflect the personality of the 
corporation—the kind that tell a whole- 
some story of the business—the kind that 
knock down the arguments of those who 
talk against business—the kind that tell 
where business fits into our system. That 
type of report is rare—but there are ex- 
amples, and they will increase in number 
—I sincerely hope. 


CONSIDER THE READER 


Let us take a trip to the financial de- 
partment of a newspaper. If you see a 
tired looking financial writer with his 
sleeves rolled up, perspiration on_ his 
forehead, his desk piled high with man- 
uals and contents of files spilled all over, 
he is probably workingon the story about 
an annual report which has not all the in- 
formation it should have. The reporter is 








DO AS | DO! 


Although Mr. Walzer, who is financial editor of ‘the United Press, does not 
suggest in this plea for simplicity in stockholders’ annual reports, that control- 
lers follow his example—short sentences and paragraphs, simple English and 
logical continuity—the reader will benefit not only from what the author says 
but also from how he says it. Mr. Walzer’s paper was developed for a recent 
meeting of the Milwaukee Control of The Institute. 


—THE EDITOR 
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looking up comparative figures in the 
manuals. He probably has to telephone 
the corporation to get omitted facts. He 
probably has to calculate the earnings per 
share on the common stock. His anger 
with the corporation, and with the cor- 
poration’s publicity department, grows in 
proportions to the amount of omissions. 

Just imagine the plight of the stock- 
holder in a similar situation. He has not 
the access to big fat manuals or to files 
on back figures. He probably does not 
know how to calculate earnings per share. 
He is not apt to telephone the corpora- 
tion to find out omitted facts. 

Leaving information out of the report 
is poor public relations. And it is poor 
public relations to incur the ill will of a 
newspaper man. 

Let us follow the financial writer a bit 
further. He just cannot throw the report 
in the waste basket. He has to do a good 
job on it. He digs out the facts from the 
report or from other sources. Having the 
facts, he selects the outstanding one for 
the lead or opening sentence of his arti- 
cle. He then builds up the article, using 
other facts in descending order of their 
importance. He must include ample com- 
parisons. He must point out if the earn- 
ings or other figures are record highs or 
lows, or the highest or lowest in a num- 
ber of years. 

He must write his article in lucid Eng- 
lish, using simple words, short sentences, 
and short paragraphs. If he uses big, non- 
understandable words, his readers will 
quit reading his article and turn to one 
they can understand. 

The story must include everything the 
reader will want to know about the re- 
port—statements by the executive officers, 
something about the sales, where the 
profits went, how much went to wages, 
how much went to dividends, and so on. 

When the story is finished, it is care- 
fully edited for errors in English and 
punctuation, and the headline writer 
writes an appropriate headline for it. He 
also writes in subheadlines to break up 
the monotony of large chunks of type. In 
some offices, an editor checks the content 
of the article for accuracy, although in 
most instances the reporter has to shoulder 
the blame if there is an error in what he 
has written. 

If the repotter and the headline writer 
have done their work well, the reader 
will have no trouble in understanding the 
story. He will not need manuals or dic- 
tionaries or telephone calls to the manage- 
ment to understand every word. 





UNDERSTANDABILITY NEEDED 


All this talk about newspaper method 
is not intended as a lesson in journalism. 
What I am trying to explain is that the 
hewspaper insists upon use of simple, 
everyday English which its readers can 
understand without the aid of textbooks. 


The Controller, February, 1948 


I cannot say that about a great many re- 
ports. 

Therefore, my number one point in the 
production of annual reports is this: 


Emulate the methods of the newspaper man 
in all written matter of the report. Make every 
statement crystal clear. Omit the big words. 
Omit the technical words unless you explain 
them in the text without the use of footnotes. 
Dress up the article with appropriate headlines 
and insert lots of subheadlines to break the 
monotony of type. I favor use of pictures and 
color—but I most emphatically hold that the 
content of reading matter is far more impor- 
tant than pretty illustrations. 


I believe your job in producing an an- 
nual report is a simpler one than the 
newspaper man’s job of rewriting your 
report. He has a limited time. He works 
under pressure. He has only a limited 
background of your business. You have a 
broad background. And you have a whole 
year to prepare your report. 

Planning annual reports should not be 
just a year’s job. It should be a job that 
goes on forever. There should be a defi- 
nite, long-term plan for the report. I like 
the idea of one man handling the report 
material and keeping report information 
throughout the year. But I believe the 
final report should represent the thinking 
of the management, including all the ofh- 
cers and heads of departments. The more 
you have working on the report, the more 
real ideas can be developed. But one man 
should coordinate them. 

It would be a fine thing if this man, in 
addition to being expert in writing news- 
paper language, were an economist, an 
accountant, an expert on semantics, an 
advertising expert, a printing expert, a 
color expert, and an expert on a whole 
lot of things. Obviously, ‘‘there ain’t no 
such animal.’’ But this man can get ade- 
quate advice on all these. 


MANy AUDIENCES 


Some companies try to get the stock- 
holders to tell them what the annual re- 
port should contain. Surveys among stock- 
holders are valuable in the proportion to 
the amount of company interest they gen- 
erate in stockholders. I believe, however, 
the corporation can figure out what the 
stockholders want. And they ought to go 
a bit further and give them things they 
ought to have, even if they do not want 
them. 

I make that statement because I believe 
the report should not be made for stock- 
holders only. It should be beamed to the 
workers, to the customers, to the labor 
leaders, to the politicians, to the general 
public. 

Workers are interested in the company 
that gives them a living. They should be 
lured into reading the report to get the 
company’s viewpoint which should be so 
given as to offset the lies that many per- 
sons tell about business. Workers should 
be told how much of an investment is re- 


65 


quired to make a job and where that in- 
vestment comes from. The entire cost of 
labor should be included, even to such 
items as vacations, recreation, welfare, 
checkoff, and special funds—funds such 
as the miners’ welfare fund. 

Labor also ought to be informed of 
everything the company is doing to make 
work less hazardous; less monotonous. 
Incentive plans, insurance of workers, and 
kindred items should be outlined in fair 
detail. 

And the report ought to be sent to the 
employees’ homes at the same time it goes 
to the stockholder without asking the em- 
ployees if they want it. They should be 
considered part of the company, and as 
such, entitled to read all about the corpo- 
ration’s activities. I do not favor a special, 
simplified report written for employees. 
If you write the regular report in news- 
paper language you won't need to rewrite 
it for employees. 

Customers want to know what the cor- 
poration is spending on non-productive 
labor items such as welfare, pensions, and 
the like. After all the customer pays all 
the bills, and he wants to know if he is 
getting his money's worth. He also has a 
more than academic interest in the general 
standing of the particular company. He 
will be, in most cases, a friendly reader. 

But labor leaders and politicians may 
not be friendly readers. The knowledge 
they will examine the report very care- 
fully should keep managements on their 
toes, and make them state their position 
so very clearly no misconceptions will de- 
velop. 


EARNINGS VS. INTEREST 


As a matter of fact, the groups men- 
tioned other than stockholders and em- 
ployees will read the corporation reports 
much more carefully than the stockhold- 
ers. You have to “dish up” the facts ap- 
petizingly for the stockholders because 
many of them seem to take the attitude 
they need not bother with the company 
just so long as it pays good dividends and 
so long as the stock holds well in the 
market. 

I learned that stockholders’ interest 
centers on dividends and _ stock prices 
from listening to their statements at an- 
nual meetings—at least those are the in- 
terests of the vocal stockholders. These 
are discontended with management in in- 
verse ratio to the size of the dividend. 
Regular or rising dividends generally 
make for contended stockholders. Irregu- 
lar or declining dividends invite stock- 
holder criticism. In other words, as the 
dividend rate approaches zero, stockholder 
wrath rises toward infinity. 

On the other hand, big earnings and 
big dividends invite criticism of labor 
leaders, of politicians, and of subversive 
groups. 

You have to satisfy the stockholder that 
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dividends were all the earnings would 
bear, and at the same time state your earn- 
ings case so clearly that the critics will 
not be able to twist the statements against 
the corporation in particular and against 
big business in general. 

You have to break down the miscon- 
ception that big business is an ogre ready 
to eat up the community. 

You have to break down the miscon- 
ception that corporations are soulless 
things run for the benefit of the owners 
to the detriment of everyone else. 

You have to shoot holes in the theory 
that business is developing such power 
that it will run the nation for its own 
benefit. 

There are many other misconceptions. 
You have to study them and break them 
down. They have developed because of 
silence of business. This silence is grad- 
ually being broken down by sound public 
relations practices. But there’s a lot still 
to be done. 

The annual report to stockholders can 
be made a very valuable aid to the public 
relations program of a corporation. 

This brings out my number two point 
in preparation of annual reports: 


Give all the facts, and answer criticisms be- 
fore the critics can make them. State the con- 
ditions under which the corporation has had to 
work so accurately and so clearly that no one 
can pick flaws in the statements. Don’t leave 
room for fact twisting. Criticize any group 
that seems to need it, but be sure your criti- 
cism is constructive and that it doesn’t smack 
of prejudice. 

In criticism, you veer away from newspaper 
practice. The newsman must be objective. You 
can be subjective. But in doing so, do not veer 
away from newspaper language. 


There you have my two main ideas 
about preparation of an annual report— 
write it clearly, and give all the facts. All 
else is an elaboration of these two. If you 
use color, it is to attract attention to your 
writing and not to amuse the stockholder. 
If you use graphs, it is to simplify or 
make more vivid what you have written. 
If you use illustrations and charts, it is to 
amplify your statements. 

The annual report job is a big one. I 
believe the report should stimulate inter- 
est in corporate operations. In doing that 
it must build up reader interest that has 
been lost in the past by use of compli- 
cated language. Anyone who has tried to 
bring back reader interest to a defunct 
magazine or newspaper will assure you 
that is a mighty big job. 

The report should tell the corporation’s 
own story. Then it should go further and 
answer arguments on corporate operations 
generally. It should discuss the industry 
of which the corporation is a part. 

In addition the report can give con- 
structive interpretations of the general 
economic situation as it bears on industry 
generally, and thereby answer a lot of 
questions the general public is asking 
these days. 


The Controller, February, 1948 


Obviously, you gather by now that I 
favor more and more reading matter in 
the annual report. Much more than most 
of them give. I would put reading matter 
first—after the ‘‘must’’ items such as bal- 
ance sheet and income account, of course. 

Before going into a bit more detail on 
the preparation of a report, I would like 
to mention a pet idea of mine about cir- 
culating the report over the broadest pos- 
sible area to obtain the greatest number 
of readers. 


Use Pain ADVERTISING 


I would make the report the basis of a 
series of paid advertisements for publica- 
tion in newspapers throughout the nation 
—as many as I could afford. I would re- 
quest the advertisement be carried on the 
financial pages. 

Many newspapers maintain fine finan- 
cial pages. Many others would like to but 
cannot afford them because they do not 
get enough advertising. There may not be 
the big interest there once was in stock 
market news, but I believe there is a 
greater reader interest today than ever 
before in business news. 

Now, if corporations would help sup- 
port financial pages with their paid adver- 
tisements, the newspapers would have a 
space available for business news which 
now has to be thrown away. I do not 
mean to give the impression that your 
advertising should be considered a char- 
ity. In fact, it would be just the reverse. 
You have two advantages: wide distri- 
bution of your report and other advertise- 
ments—and when news developed about 
your company, the newspapers would 
print it because they would have a space 
for such news because of your adver- 
tising. 

In preparing your report, bear in mind 
that many stockholders—perhaps half— 
are women. Fewer women than men 
know the complicated words of account- 
ing. You do not have to perfume the re- 
port for the women, but do not forget 
they might read what you write more 
carefully than male stockholders. And do 
not forget—if you use color—that women 
are color experts. 





PROFIT CONNOTATIONS 


Explain some of what may seem to the 
corporation executive to be simple words. 
The word “profit” is one of these. It 
needs explaining because of the bad con- 
notation it has been given by the critics. 
Also, it would be good to explain the 
reason for the size of your working capi- 
tal—if it is big. The same for inventory. 
You do not have to explain the word 
“taxes.’’ Everybody is angry with the tax 
collector! 

Do not confuse the reader with too 
many graphs. I shudder when I look at 
some of them. Some detract from the re- 


port. If you use graphs, select the kind 
that a person with a fifth grade schooling 
could comprehend. And do not run these 
graphs in the reading matter where they 
will divert the reader's attention. 

Size and cost of the report should be 
governed by common sense and _ the 
pocketbook. You will be criticized if you 
spend too much. And you will be criti- 
cized if you omit pertinent facts. Give 
the best report you can afford. And print 
it on paper that is a little better than you 
think you can afford. 

I like letter size reports because they 
handle and file easily. Width of columns 
of type should be studied and care taken 
to get them right, for easy reading. No- 
tice how easy a book is to read. It might 
be a good idea to use book-size columns 
in your report. They stand out on the 
pages with lots of white space for mar- 
gins. By all means avoid small type. Many 
persons who can afford to be stockholders 
have passed the stage where their vision 
measures 20-20. 

Material in the report ought to be car- 
ried in the order of its simplicity or 
reader appeal. That means that the formal 
income account and balance sheet, the 
latter with its notes, will go to the back. 
I do not want these entirely formal either. 
I urge comparisons of each item with the 
previous year and another column for net 
changes. I should include near the front 
a simplified earnings statement. This 
should give the principal items of out- 
going simple language. Devote a whole 
page to this statement and present it in 
big type. 

Devote a whole page, also, to labor 
costs which I mentioned before. Here, 
also, tell what the total salaries of execu- 
tives were and state them also in per- 
centage of total sales. Certainly a fair 
share of the report should be given over 
to what the company produces. Nothing 
leaves me with such an empty feeling as 
going from page to page of a corporation 
report and not being able to find a single 
indication of what the company produces. 
The products furnish a good subject for 
illustration, especially the new ones. 

Carry a full page picture of the chief 
executive officer, and smaller pictures of 
directors and officers. Identify the direc- 
tors, and give brief biographies of the 
officers. 


COMPARATIVE TABLES 


And now for my favorite table in any 
report. This is one which goes back to the 
origin of the company—the farther back, 
the better. In this table, I like to see for 
each year the total sales, net profits, earn- 
ings per share, total taxes paid, number 
of employees, wages paid, average wage 
per employee, average hourly wage, divi- 
dends paid, stock outstanding, and debt. 
That is a big order. A few companies do 
it. Stockholders and newspaper men alike 
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would welcome more of it to trace the 
rowth of a company and for comparisons 
with the latest figures. 

If the company operates in various sec- 
tions of the country, or abroad, it would 
be a good idea to give the locations of the 
plants. A well-constructed map might help. 

Here is an idea I like, but I can find 
few to agree with me. I would like to 
see a table of company stock highs and 
lows for 15 or 20 years back. Corporation 
executives tell me they are not interested 
in the stock market. They say their job is 
to make profits and expand the corpo- 
ration. Stockholders are interested. How- 
ever, some executives feel that the Se- 
curities and Exchange might say a 
corporation which carried its stock prices 
in its report was using that document to 
sell stock. I do not agree, but it might be 
wise to ask the lawyers. 

And on the subject of lawyers, beware 


Industry's Depreciation Policy Given 


Industry’s depreciation policy is being 
subject to increased review and analysis as 
a result of the significant disparity be- 
tween current amounts charged for de- 
preciation and the cost of replacements, 
according to the National Industrial Con- 
ference Board’s monthly survey of cur- 
rent business practices. 

The majority of the executives cooper- 
ating in the survey regard this “under- 
depreciation” of fixed assets as a serious 
problem at this time. Some also contend 
that production costs are understated and 
that profits are partly fictitious unless ad- 
justment is made for higher replacement 
costs. A few companies have altered their 
depreciation policies for managerial pur- 
poses and others are considering such ac- 
tion. 

Some executives, however, indicate a 
reluctance to establish two sets of ac- 
counts, one meeting the requirements of 
the Internal Revenue Bureau and the other 
reflecting management's view of proper 
depreciation charges. The real solution to 
the problem, it is stated, lies in ‘‘a change 
in tax laws.” 

Numerous companies have been able to 
take the price rise in stride and are not 
particularly affected by the high cost of 
replacements at this time. While higher 
construction costs have adversely affected 
replacement and plant expansion pro- 
gtams, higher labor costs have stimulated 
demand for more efficient machinery. 
Business, it is believed, should “be given 
every incentive” to modernize and “much 
would be gained” if more liberal depre- 
ciation allowances were permitted by tax 
laws. 

Most of the companies represented em- 
ploy the straight-line method of allocat- 
ing depreciation. A few concerns are 
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lest they get hold of the annual report 
and put back the complicated language 
that you have so carefully tried to elimi- 
nate. 

Beware of advertising technique. But 
that is not meant to say you should not 
plug your new products. Neither does it 
mean you should not urge your stock- 
holders to use your products and to get 
their friends to use them. 


CoveER Is IMPORTANT 


The cover of the report is a big item. 
It should be simple and dignified. It 
should identify the corporation plainly 
and indicate that the contents are the 
annual report for the year. I like report 
covers in conservative and tasteful colors. 

Now if you have written your report 
in newspaper English, given all the facts, 
and explained your earnings for the year 


considering the adoption of the “‘declin- 
ing-balance”’ method. Infrequent mention 
was made of the unit-of-production 
method. A number of concerns noted 
that they advanced their depreciation 
rates during the war when they switched 
from one shift to two-shift or three-shift 
operations. However, some indicated that 
the Treasury allowed much less of this 
accelerated depreciation than they believed 
conditions warranted. 

Approximately 15 per cent. of the com- 
panies have established special reserves for 
capital replacements. Most of these have 
allowed for the increase in costs. Some, 
however, provide for the higher costs by 
a general contingency reserve. Other ex- 
ecutives indicate that they are not im- 
pressed with the idea of setting up spe- 
cial reserves, but that the replacement 
problem is considered in determining gen- 
eral financial and dividend policies. As 
one steel producer notes: “Whether you 
set such earnings up in a reserve account 
or allow them to flow into surplus makes 
very little difference. The main fact is 
that the percentage of earnings, either on 
sales or invested capital, should be at a 
much higher rate than existed eight or 
nine years ago. The important part of all 
this, of course, is to have the public un- 
derstand that to create jobs, sufficient 
earnings must be made beyond reasonable 


and fair dividends.” 


Impact of Section 102 

Because the majority of corporations 
look to surplus accumulation to meet the 
increased cost of capital replacements, the 
possible impact and restrictions of Sec- 
tion 102 of the tax law are being care- 
fully analyzed. It is contended that if a 
business is unduly restricted in the amount 
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fully and given some indication for the 
future, mentioning its problems; if you 
have anticipated criticisms and answered 
them; if you have put the whole report 
together in pleasing type with tasteful 
color and illustrations; if you have en- 
closed the whole in a conservative, identi- 
fying cover, you will have achieved a 
great deal in annual report production. 
Do not stop with any one year’s product. 
Your job should be steadily to improve 
report procedure. 

Having adopted and practiced such a 
policy, you will turn out reports that 
stockholders will be proud to preserve. 
Newspaper men will bless you for com- 
parisons and clarity of language. You 
will get wide publicity too. 

And you will be on the road to ending 
wild criticisms—printed and oral—about 
your company in particular, and about 
business in general. 





Increased Review 


of profits it can retain, the future of the 
enterprise is seriously threatened. One 
general complaint made against Section 
102 is the “uncertainty it creates.” Ap- 
proximately one third of the executives 
state that they have felt hampeted by 
the provisions of Section 102. The re- 
mainder felt that this section has no bear- 
ing on their situation and are confident 
that they can justify the amounts retained 
in surplus. 

Liberalization of the tax provisions 
with respect to depreciation, it is believed, 
would greatly accelerate modernization 
and plant expansion. Frequently regula- 
tions and individual rulings are ‘narrow 
and inequitable and in the end work to 
limit or reduce large potential expendi- 
tures for new plants, new construction 
and new facilities. For the past twelve 
years the income tax law has provided 
very little incentive for achievement, or 
increase in production or earnings.” Some 
executives also contend that depreciation 
schedules are arbitrary and unjust, and 
that insufficient recognition is given to 
the element of obsolescence. 

Many executives believe that business 
should be allowed to set its own policy 
so long as it is consistent and not subject 
to constant change. It is argued that no 
more than the original cost could be re- 
covered and that consequently the gov- 
ernment would not in the end suffer any 
loss of tax revenue. However, some execu- 
tives are convinced that not only should 
they be permitted to shorten the period 
over which facilities are depreciated, if 
they regard this as good business policy, 
but that, in times like these when replace- 
ment costs are high, additional adjust- 
ments such as tax-free reserves should be 
permitted. 








Modernizing the Insurance Program 


In the beginning, let us consider the 
need of an insurance program. For many, 
many years the credit system of business 
as it has come into being could not 
properly function without insurance pro- 
tection. To a very large degree, however, 
insurance has in the past been rather hap- 
hazardly bought and a great many busi- 
ness concerns have only purchased such 
forms of insurance as might be required 
by banks and others extending credit, and 
then on a rather minimum basis as re- 
spects amount of coverage. Some insur- 
ance has been bought because it was 
deemed prudent—based on_tradition— 
such as basic fire insurance, automobile 
insurance, and so on but too few times 
has there been a real program of insur- 
ance in effect, frequently leading to busi- 
ness disaster or failure. 

Then again, what is meant by “mod- 
dernizing the insurance program,’ and 
why is it needed? Well, business itself, 
as far as industry is concerned, is intro- 
ducing new processes and raw materials 
and products, many of which are not 
thoroughly understood as to accident pro- 
ducing nature; untrained and careless 
personnel; inability of industry to pro- 
vide replacement of tired and worn ma- 
chinery, all of which are contributing 
factors to many catastrophe losses which 
have occurred during the past year or so. 
Also the terrific increase in costs of labor 
and materials to the extent that constantly 
increasing values are difficult to keep up 
with. 

There is, also, the matter of markets 
to be considered. For the first time in the 
recollection of any of us, insurance com- 
panies rather than seeking new business 
are definitely not only resisting new busi- 
ness, but are often purging their books of 


certain classes of business which have 
been unprofitable. 
Another concern of insurance com- 


panies, which has not yet made itself 
very deeply felt by industry, is the de- 
cision upheld in the Fall of 1944 by the 
United States Supreme Court that the in- 
surance business is interstate commerce 
and, therefore, in violation of all federal 
anti-trust legislation. This constituted a 
very definite shock to the insurance in- 
dustry which had operated many years 
on the basis of individual state control. 
For years individual states provided tight 
legislation governing the operation of in- 
surance companies and augmented by 
directives of insurance commissioners. 
Under such regulations the insurance 
business, as we know it today, has been 
built. 

It was considered contrary. to the pub- 
lic good to ask Congress for special 
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privilege legislation taking insurance out- 
side the realm of Interstate Commerce 
but Congress did enact Public Law 15 
giving the business a moratorium until 
January 1st, 1948 to have state legis- 
latures pass laws to conform with pro- 
visions of the Sherman anti-trust law, 
the Clayton act, the Robinson-Patman 
act and the Federal Trade Commission 
act. That such state law revisions shall 
preserve the best interests of business and 
industry and forestall undue regimenta- 
tion of the insurance business has been 
the concern of insurance men, largely led 
by the National Association of Insurance 
Brokers. 


MORATORIUM EXTENDED 


This moratorium has since been ex- 
tended to July 1st, 1948, and we are con- 
stantly watching for changes that must be 
made to provide for the best interests of 
customers in conformity with changing 
regulations. 

Now to return to the statement that 
insurance companies are resisting new 
business. Why is this and is it necessary ? 
The strength of an insurance company 
lies in its capital and surplus with fur- 
ther rating, of course, on the basis of 
underwriting policy and adequacy of re- 
serves. One of the main items of reserve 
is the unearned premium reserve, which 
is a very high percentage of the written 
premium which must be set aside in con- 
formity with Insurance Commissioner’s 
convention requirements. Therefore, for 
every $100.00 of premium written, the 
acquisition cost, plus overhead, plus taxes 
of many kinds, together with the un- 
earned premium reserve, will account 
for more than the $100.00 collected and 
losses must be paid. 

On a reasonably constant basis and 
over a period of time, this all washes 
out, as the unearned premium reserve 
can be taken down on given policies— 
but where there is a sudden and large 
influx of premium, the balance is lost 
and surplus suffers. Then, too, the In- 
surance Commission of New York has a 
promulgated rule that a company licensed 
to do business in that state can write only 


$2. premium for each $1.00 of capital 
and surplus. Other states have varying 
rules—such as Virginia which has a ratio 
of 4 to 1—but that is of no value to a 
company wishing to do business in New 
York, which practically all companies do 
as that state is heavily industrialized and 
a large business producer. Now where 
does all the new premium come from? 
From practically every source: Fire in- 
surance with its allied lines—industry 
after industry has been expanding and 
branching out in many ways and that to- 
gether with heavy increases in value, in 
some cases going considerably over 100 
per cent.—the heavy increase in auto- 
mobile equipment, both pleasure type and 
commercial, coupled with the increased 
accidents and the related loss cost. 

Insurance companies generally lost 
money heavily on automobile underwrit- 
ing in 1946, one large company having 
an underwriting loss of $7,000,000.00 on 
this class. This in itself means that the 
rate structure has to go up with the at- 
tendant large influx of premium. 

This is carried largely into other forms 
of insurance. 

Then there is the demand for much 
larger limits of coverage as respects legal 
liability, bodily injury and property dam- 
age insurance and other forms, brought 
on generally by the higher cost of acci- 
dents and a succession of catastrophes. 
All this has put a demand on insurance 
underwriting capacities that is unprec- 
edented. The business is trying to meet 
the demand. After all, business concerns 
desire growth and insurance companies 
are largely moving to provide new capi- 
tal, but it must be within reasonable 
bounds so there will be no over-capital- 
ization, as there may be a settling down. 

We are now ready to view what needs 
are to be considered in the formation of 
the modernized insurance program. First 
of all there is the matter of the insurance 
adviser. It is important to select a com- 
petent insurance adviser for the reason 
that without this method there can be no 
assumption of responsibility on the part 
of any one. For example; some business 
concerns place one type of insurance with 
one agent or broker and other types with 








CONSIDER YOUR COVERAGES 


Ample food for insurance-wise thought is provided in this review of modern 
insurance problems and available coverages by Mr. Henderson, who presented 
his views at a recent meeting of the St. Louis Control. As the inflationary trend 
sends values upward, insurance coverages must keep pace. Now is the time to | 
reconsider corporate (and personal) programs. 


1 


—THE EDITOR 
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others. But in such a situation no one 
insurance agent or broker is in a position 
to know the whole picture and cannot be 
in a position to furnish the type of 
counselling that is important. The in- 
surance adviser must be one who knows 
the broad application of the insurance 
market and what forms. of contracts are 
available from the market in its entirety. 
He must further know how to measure 
the insurance risks and adequately inter- 
pret them into policy conditions at ap- 
propriate cost. Also, the insurance adviser 
should be in a position to furnish insur- 
ance engineering service with the attend- 
ant work on rates and fire prevention and 
protection ; also consultation on values 
and to furnish service in the collection of 
losses. 

It must be borne in mind that insurance 
is assuming an ever-increasing importance 
as an economic shock absorber for in- 
dustry and to level out the cost of doing 
business. I quote from a recent publica- 
tion of The American Management As- 
sociation : 


"It is not so many years ago that cor- 
porations considered their primary insur- 
ance needs as relating to the protection of 
their physical assets. With the passage of 
workmen’s a acts for the pro- 
tection of employees in industry and the 
development of a claim-consciousness on 
the part of the general public, the time 
has passed when procedures, coverages 
and rates vary little from year to year. 
Providing protection is no longer a simple 
or routine matter. 

“Insurance coverage for industry has 
been extended from plant and property 
protection to the protection of earning 
power and human resources. For example, 
with our production capacity not yet at 
its peacetime level, a fwe loss involves 
more than damaged property. It also 
involves loss of earnings by employees 
(and I might add corporate earnings) 
put out of work and production tie-ups 
that frequently start a chain reaction in 
many industries as a result of the lack of 
component parts. 

“The implications of insurance today 
are such that the corporation that does 
not give its insurance program a promi- 
nent role in its corporate activities may 
be endangering the nation’s economy as 
well as its own future. 

“Fire and other accident losses and 
crime losses have their roots in human 
behavior, which in turn is influenced by 
economic and social conditions. Insurance 
can no longer be viewed as a necessary 
evil, to be handled as an incidental and 
unimportant detail. Today, the person 
charged with insurance responsibilities 
must be armed with a real understanding 
of the problems with which he may be 
confronted.” 


Now, then, what is the need? First of 
all there must be a distinguishing between 
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operating losses and accidental losses. By 
“operating losses” I refer to those ex- 
pected happenings which are normally 
recurrent. Such things should not be at- 
tempted as a subject of insurance except 
should they be so related with accidental 
losses that they cannot be separated. 

Let us consider the protection of the 
physical assets—the real and personal 
property. In this realm we normally think 
of fire insurance. Fires account for the 
greatest economic waste, which in 1946 
was $561,487,000.00 on damage to prop- 
erty—not to count the loss of earnings 
to businesses and their employees. 


“EXTENDED COVERAGES” 


But what about the “extended cover- 
ages” to a basic fire insurance policy? 
This includes windstorm and hail, ex- 
plosion, smoke, damage by self propelled 
vehicles, riot and civil commotion, riot 
attending a strike, malicious damage. Do 
we need the “extended coverages’? Yes, 
I believe we do. It should be a must! You 
may say—"But I have a building that is 
so well constructed the wind cannot hurt 
it.”” That may be true. Or—"T have noth- 
ing in my building that will explode.” 
That also may be true. But, what of your 
neighbor? Has he anything to explode? 
That you do not know. How about the 
neighbors of the plant in Los Angeles 
that exploded several months ago. How 
about the people at Texas City. That loss 
could have been duplicated a great num- 
ber of places in the land. And, after all, 
the premium cost is relative as to whether 
you are a risk with an explosion hazard 
of an inherent nature or not. 

After we have decided what we are 
going to buy, there is the question of 
how much. We will assume that we are 
buying the insurance under conditions of 
a co-insurance clause. Therefore, we must 
comply with the requirements of that 
clause, but not necessarily limit the 
amount to the required percentages for 
our loss possibility may be more than 
that—even total. 

Then we will want to look at the per- 
missible exclusions. Some of these we 
may not wish to take advantage of. For 
example; we can exclude underground 
foundations or foundations below grade 
level, but if we have an explosion risk, 
such as an oil still, the foundation, in 
event of loss, would probably be wrecked. 
Therefore, we do not desire that ex- 
clusion. 

After determining the items of prop- 
erty, what is the amount? First of all, the 
insurance company owes the sound value 
at the time and place of loss; that is—re- 
placement value less depreciation—and 
that does not mean so-called “book 
value.” 

The books reveal the cost, but that 
now is only the beginning. Do you realize 
that during the last forty years building 
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costs have increased an average of 3 and 
48/100 times—in 30 years, 2 and 64/100 
times—in 20 years, 1 and 84/100 times 
—in 10 years, 1 and 87/100 times—in 
5 years, 1 and 54/100 times—and in 
only one year have increased 25 per cent. ? 
That pretty much tells the story of what 
has and is happening, and remember that 
the same general thing has taken place 
on machinery and equipment. 

Then, too, there is the matter of de- 
preciation, which has a definite ceiling, 
regardless of what your books show. 

Now comes the policy contract itself, 
and the insurance adviser must be sure 
that the permissions and privileges are in 
accordance with the assured’s require- 
ments. This is important! 

Next, what other forms of coverage on 
physical assets are desirable? In this 
light we should consider steam boiler 
insurance, which carries with it a vital 
inspection service, insurance on automo- 
tive equipment, cargoes in transit, crime 
losses as respects money, securities and 
merchandise and including losses due to 
infidelity of employees. Only an intimate 
and careful study of the assured’s par- 
ticular business will reveal as to whether 
any other forms of insurance need be con- 
sidered as to physical assets, but the above 
considerations are in the main the impor- 
tant ones. 

Then let us consider losses which a 
business may suffer because of loss of 
earning power due to business interrup- 
tion by accidents. First of all comes so- 
called use and occupancy insurance from 
perils of fire, explosion, windstorm and 
the other extended coverages. Not many 
businesses today can afford to be with- 
out this coverage when the difficulty of 
securing replacement machinery and 
equipment and even raw stock is con- 
sidered. It should not be overlooked 
that one important machine in a process 
being destroyed or damaged beyond use 
can tie up a whole plant or a material 
part thereof. Great care needs to be ex- 
ercised in arriving at the proper amount 
of cover, including whether or not com- 
mon labor should be insured, and for 
how long. 

Under this same general heading of 
business interruption falls steam boiler 
use and occupancy insurance, including 
electrical machinery. I have just recently 
been informed that it will take a mini- 
mum of a year to secure delivery of a 
high-pressure steam boiler. 

Let us next take the subject of liabil- 
ities assumed through the conduct of ones 
business. By that I mean legal liability 
for death or bodily injury of employees 
and also to members of the public, in- 
cluding destruction of property of others. 
As respects compensation, the benefits 
are provided by State Compensation Acts 
and a policy will normally take care of all 
of the legal requirements, but there re- 
mains for the insurance adviser the task 








70 


of watching accident causes and working 
with the insurance company’s engineers 
to improve the risk and, further, see that 
the experience modification of the rates 
are given the necessary attention. As to 
the liabilities for death or injury to mem- 
bers of the public and destruction of 
property of others, great care needs to 
be exercised. 

There have come into being in the 
last few years so-called comprehensive 
public liability insurance policies, but 
many such policies bearing that tag have 
been found to be inadequate in the event 
of loss. Insurance companies are not to 
blame for this condition, as it is a prob- 
lem for the insurance adviser working 
with the assured to ferret out all of such 
business exposures and see that they are 
correctly interpreted into the policy. 

Many businesses are unaware of liabil- 
ities which they assume under contracts, 
and a basic public liability insurance 
policy does not assume such liabilities 
unless by specification. 

Any industry with a side-track has ex- 
ecuted a save-harmless agreement with 
the railroad which should be insured, and 
many other business contracts contain 
such agreements ofttimes without the 
knowledge of the officers handling the 
insurance. Off-premises coverage needs 
to be provided in connection with such 
things as acts of employees while away 
from the premises. And then, of course, 
there is the matter of products liability 
which needs be carefully studied, even 
though the assured may deem their prod- 
uct to be non-hazardous. 

Automobile liability insurance needs 
special consideration from the viewpoint 
of non-ownership liability, hired cars, in- 
dependent contractors, and such. After 
the requirements for coverage have been 
determined, comes the consideration of 
limits to be carried, and this is a place 
where thinking must be completely re- 
vised as compared to several years ago. 
Ingenuous lawyers are figuring many 
more ways to conjure up damage suits 
than ever before and juries are thinking 
in much higher terms on their awards. 
Whereas several years ago $10,000 and 
$20,000 was considered a large award 
for personal injuries, today it is common- 
place. In my judgement no prudent 
business man would today consider bodily 
injury limits of less than $100/300,000 
and property damage to be considered in 
light of the individual situation. As a 
matter of fact, a great number of busi- 
nesses today carry limits greatly in ex- 
cess of those above named because of 
peculiarities of operation. 


EMPLOYEE BENEFITS 


Now, let us consider employee benefits 
apart from the legal aspect which, of 
course, is workmen’s compensation in- 
surance. More and more are employers 
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faced with providing social benefits which 
first began as a prudent thing to do but is 
fast becoming a must. These social bene- 
fits are the group coverages such as hos- 
pitalization, accident and health coverage, 
life insurance and pension or retirement 
plans. All of these benefits require special- 
ized attention for ascertaining and translat- 
ing the need into proper coverage. 

Again we find the necessity of wide 
market approach and, inasmuch as some 
insurance companies take different view- 
points than others, the insurance adviser 
must know the markets and through ex- 
perience be able to translate the indi- 
vidual need into a contract best suited 
for the purpose. 

As some proof of the indispensability 
of this type of program, we are told by 
more and more personnel managers that 
one of the first questions asked by de- 
sirable job applicants has to do with 
whether or not these types of benefits 
are provided. 

What is true of business insurance is 


also largely true with an individual's 
personal insurance. It should be ap. 
proached with thoughtful consideration. 
During the past several years many 
broadened personal insurance contracts 
have become available, such as personal 
property floater insurance, which covers 
personal effects under all reasonable situ- 
ations and from most any kind of loss; 
comprehensive personal liability policies; 
and the ability to include under your 
automobile liability insurance privileges 
of driving automobiles of others; medical 
reimbursement, and such. 

It has not been my purpose to enter 
into a discussion of the detailed problems 
that frequently arise in connection with 
particularly any one individual business, 
but to give a broad picture of what is 
involved in this insurance business and 
if I have presented anything that will 
contribute to the thinking, or the need 
for thought, as respects the insurance 
program of any one present, I shall feel 
gratified. 


Corporate Profit per Dollar of Sales in 1946 
Found To Be Less than Five Cents 


Corporate profits in 1946 after taxes 
represented slightly less than five cents 
per dollar of sales, according to an analy- 
sis of profits and prices made by the 
National Industrial Conference Board. 
‘Polls have shown,” the analysis points 
out, “that wage earners believe their em- 
ployers retain ten cents to twenty-five 
cents or more of the sales dollar.” 

During the same period, the analysis 
observes, taxes on corporate profits 
amounted to 31 per cent. of all direct 
taxes collected during year 1946. 

“In good part, too, the dimensions of 
profits in percentage form are carried 
over from impressions created in the con- 
servative press and the financial journals 
by the statement of profits as a percentage 
earned on net worth or on original in- 
vestment. The layman, or the hasty reader, 
may keep in mind and apply these per- 
centages to corporate sales or the reve- 
nues of business, forgetting the much 
smaller base of investment or net worth. 
But in 1946, the sum total of corporate 
activity as reflected in sales was nearly 
$100 billion greater than the correspond- 
ing net worth of all corporations. Profits 
when related to the dollar volume of cor- 
porate activity, or in more pertinent form 
the cumulative total of consumer pur- 
chases, yield sharply lower percentages. 

“If the dominant field of interest is the 
cost of the commodity or the price at 
which it is purchased, it would seem logi- 
cal and important to relate profits to these 
significant totals. If, on the other hand, 
the immediate interest is confined to the 
return or reward to stockholders, the 


problem is more logically shifted to the 
basis of net worth or investment.” 

Total sales of all corporations in the 
United States (excluding financial, insur- 
ance and real estate transactions) are esti- 
mated at $245.5 billion in 1946. ‘“This,” 
the analysis explains, “includes not only 
the consumer's dollar spent for finished 
products at corporate retail stores, but 
also all corporate sales of semi-finished 
and raw materials in that year.” 

Corporate profits, before federal and 
state taxes, totaled $19.5 billion for 1946. 
“Stated in percentage terms, the com- 
bined total of all corporate earnings be- 
fore taxes was therefore about 8 cents on 
each dollar of sales. It should be obvious 
from this comparison that if corporations 
were to forego all profits and, in addi- 
tion, the government were to forego all 
taxes on corporate income, the net reduc- 
tion of consumer prices or cost of living 
would be only modest.” 

Corporate margins on sales in 1946, 
before taxes, were “substantially lower’ 
than in years of rigid price control or of 
determination of ‘‘reasonable profit mar- 
gins” by renegotiation of war contracts. 
“Thus in 1943, the corresponding margin 
was 10 cents and in 1944, 9.2 cents per 
dollar of sales, as compared with 7.9 cents 
in 1946. In 1941, the last prewar yeat 
with relatively high employment, the sales 
margin was fully 1.5, cents more than in 
1946.” The “margin” was higher last year 
than in 1929 or 1939, before taxes, but 
corporation taxes today take a higher toll 
of corporate income than in those years be- 
fore the war period. 
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Depreciation Accounting 


A Review of Policies and Current Problems 


In my experience over the past thirty 
years, and particularly over the last twenty 
years, there is no subject that is so com- 
pletely misunderstood and misinterpreted 
as depreciation and the accounting there- 
for. Judging by the amount of literature 
that is being released currently on vary- 
ing phases of the subject of depreciation, 
it would seem that I am to discuss a real 
live subject. 

One of the basic reasons for confusion 
in regard to depreciation is a misunder- 
standing of the function of depreciation 
accounting. It is not the function of de- 
preciation accounting to attempt to record 
the loss occurring from the use and/or 
ownership of depreciable assets as it 
would be not only a practical, but also 
a theoretical impossibility to determine 
with any degree of accuracy the periodic 
loss resulting from the use and/or owner- 
ship of such assets. No better summary of 
this point has come to my attention than 
the following quotation from the opinion 
of Mr. Justice Brandeis on the United R. 
& Electric Co. v. West case. 

"There is no regularity in the development 
of depreciation. It does not proceed in accord- 
ance with any mathematical law. There is 
nothing in business experience, or in the 
training of experts, which enables man to sa) 
to what extent service life will be impaired 
by the operations of a single year or of a 
series of years less than the service life... . 
The main purpose of the charge is that irre- 
spective of the date of depreciation there shall 
be produced, through annual contributions, by 
the end of the service life of the depreciable 
plant, an amount equal to the total net ex- 
pense of its retirement. To that end it is 
necessary only that some reasonable plan of 
distribution be adopted.” 


It is not, therefore, the periodic loss in 
the depreciable assets themselves that the 
accountant is attempting to record, but 
rather he is allocating to each period’s 
operations some portion of the total loss 
to be experienced when the depreciable 
assets reach the end of their service life 
and have to be replaced. The account to 
which this allocation of loss is charged 
each period should be called ‘Provision 
for Depreciation” or “Plant Cost Allo- 
cated to Operations,” rather than to an 
account just called “Depreciation.” 

This seems a little like “hair splitting’ 
but there is no question in my mind but 
that very much of the confusion now ex- 
isting in relation to depreciation account- 
ing is due to an accumulation of careless 
or non-descriptive. terms used in relation 
thereto. We speak of rates of deprecia- 
tion, when in reality we mean the method 
of determining the periodic allocation of 
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the total loss. We speak of depreciation 
methods, when we really mean _ the 
method of distributing the total loss to 
the various periods, et cetera. 

Before leaving the subject of the pe- 
riodic charge for allocating the portion 
of the cost to the operations of the pe- 
riod, I desire to call to your attention, for 
later reference, the effect of this charge. 
Inasmuch as there is no actual disburse- 
ment of the amount of the periodic pro- 
vision for depreciation, there is withheld 
in the form of some asset an amount equal 
to the provision for depreciation. The 
amount so withheld, unless there is a 
specific replacement fund set up on the 
books, becomes intermingled with the 
other assets of the business and loses its 
identity. 

To record the accumulation of the pe- 
riodic allocations of loss to operations, 
the account “Reserve for Depreciation” 
is used, and the balance of this account 
represents the net accumulation of the al- 
location of the cost of the use and/or 
ownership of depreciable assets up to 
date. It should, in other words, reflect the 
net assets withheld somewhere in the 
business as a recovery of the cost or orig- 
inal capital invested in the depreciable 
assets. 


WIDE MISUNDERSTANDING 


There is no account in use in account- 
ing, the functions and implications of 
which are so completely misunderstood as 
the account “Reserve for Depreciation.” 
Only the other day I was asked these 
questions by a person who is supposed to 
be quite informed: 

“Why, if you have a Reserve for De- 
prectation account balance of $50,000,000 
are you required now to borrow $15,- 
000,000 to pay for capital additions? 
Why, to the extent of the reserve for De- 
preciation, is not the same capital being 
charged into operations twice? Why, if 
you have invested your entire assets re- 
sulting from the provision for de precia- 
tion in new plant, have you still a bal- 
ance of $50,000,000?” 


Much of the difficulty in the under- 
standing of the function of this account 
“Reserve for Depreciation’’ comes from 
the use of the word “Reserve.” This 
word is commonly associated with money 
in the “‘sock’’ and I am frank to admit 
I know of no way to put across to the lay- 
man the real function of the account, 
with all its implications. A change in the 
name of the account to one which may 
more specifically indicate its function 
might cause even more confusion. But I 
do want to leave with you most emphati- 
cally, that the account ‘Reserve for De- 
preciation” does not mean to the layman 
what it means to accountants and comp- 
trollers. 

I do not want to leave this phase of my 
subject without commenting upon the 
showing of depreciable assets on the bal- 
ance sheet. The first point I desire to 
stress is the desirability of showing the 
depreciable assets at cost, and the show- 
ing of the amount of the accumulated re- 
serve up to date for those assets. There 
has been a growing tendency to net these 
two figures in recent years, and it is my 
opinion that by so doing two very signifi- 
cant facts, namely the total cost of the 
fixed assets used in the business, and the 
portion of that cost which has been re- 
covered by allocations to operations, are 
lost sight of. Not only are these two facts 
very significant, but they are entirely dif- 
ferent, and should therefore be shown 
separately. 


BALANCE SHEET HANDLING 


That separate showing of these accounts 
leads quite naturally to the ‘‘old chestnut” 
where on the balance sheet should the 
Reserve for Depreciation account be 
shown—on the liability and capital side 
of the balance sheet, or as a deduction 
from the so-called related assets on the 
asset side of the balance sheet? Twenty- 
five years ago I could have answered this 
question as categorically as anyone wished, 
but I must admit that today I have a con- 
siderable amount of the conservatism that 
comes with age, and I must answer this 








PRESENT DEPRECIATION POLICIES SUPPORTED 


Irrespective of the pressures set up by those not of the accounting profession, 
Mr. Toner calls upon corporate controllers and financial officers to “adhere 
closely to present policies in depreciation accounting, until it is proven conclu- | 
sively that modification is necessary.” The author presented his views before 
the November, 1947 meeting of the Boston Control. 
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question by saying that it should be 
shown on the balance sheet in whatever 
way it. most clearly reflects the facts. It is 
well within my recollection when the 
Reserve for Depreciation was always 
shown on the Reserve, Liability and Cap- 
ital side of the balance sheet. And I re- 
member very well the change to the pres- 


ent practice, now common in most types , 


of business, to show it on the asset side of 
the balance sheet, as a deduction from the 
fixed assets. 

Let us examine very briefly what we do 
when we show the reserve for deprecia- 
tion as a deduction from the cost of fixed 
assets on the balance sheet. The cost of 
the fixed assets is a fact, and, as stated 
previously, a very important fact for one 
analyzing the statement. The reserve for 
depreciation is the net accumulations of 
the provisions for depreciation based, not 
upon the actual loss in value of the assets 
up to date, but on an arbitrary allocation 
of the total loss during the service life of 
the capital imvested in the assets. The 
difference bgtween these two accounts 
does not represent value in any sense of 
the word/ but it merely represents the 
cost of the fixed assets not yet allocated to 
operations. This difference is often re- 
ferred to as “book value,” ‘carrying 
value,” and so forth, and if those terms 
are synonymous with ‘‘cost not yet allo- 
cated to operations” then they are prop- 
erly used, otherwise they carry a wrong 
impression. 

Another thing that troubles me, when 
the reserve for depreciation is deducted 
from the fixed asset costs, and when there 
is no specific depreciation fund, is the 
accounting for the net assets that have 
been reclaimed and withheld in the busi- 
ness through the allocations to operations 
of the cost of depreciable assets. Where 
are these net assets shown on the balance 
sheet ? Some of them may be reflected in 
the fixed asset accounts on account of 
additions; some of them may be reflected 
in any or all of the current asset accounts ; 
and some of them may be reflected by a 
decrease in liability accounts. 

If there is an accumulation of current 
assets in a business, resulting from the 
charges for depreciation, which are await- 
ing investment in replacements, it is 
quite possible that a wrong impression 
regarding the current position of the 
Company is given. The years 1942-1945 
are good illustrations of this possibility. 

We keep liability accounts and equity 
capital accounts in order to show where 
all of the assets come from, or to show 
the creditor and stockholder equities in 
those assets. If some of the creditors’ or 
stockholders’ capital which was originally 
invested in depreciable fixed assets has 
been recovered through the charges as 
provision for depreciation, and retained 
in the business in the form of gross or 
net assets, why shouldn’t the Reserve for 
Depreciation be shown on the liability or 
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accountability side of the balance sheet, 
to show the amount of assets, net or gross, 
which are presently in the business be- 
cause of the recovery and retention of 
some of the capital originally invested in 
the depreciable assets? Rarely are all the 
assets that are recovered as part of the 
cost of the original capital invested in 
depreciable assets reinvested in additional 
fixed assets. Large amounts of such re- 
coveries flow into other assets, and it 
would seem to reflect these facts more 
clearly if the Reserve for Depreciation 
was shown on the so-called liability side 
of the balance sheet with the other ac- 
counts which reflect the source of equities 
in, or claims upon the assets. If anyone 
wants to determine the portion of the cap- 
ital invested in depreciable assets which 
has not been recovered up to date through 
charges as provision for depreciation, it 
is a simple matter to subtract the balance 
of the Reserve for Depreciation account 
from the cost of the depreciable assets to 
obtain this figure. 

One of the frequent questions asked by 
business analysts relates to management's 
policy in regard to the reinvestment of 
the net assets resulting from the alloca- 
tion to operations of the provision for 
depreciation. They want to know the ra- 
tio of the periodic charge to the amount 
invested in new capital additions. I have 
never seen the Reserve for Depreciation 
broken down on the balance sheet to 
show the disposition of the correspond- 
ing assets, but I wonder if the balance 
sheet wouldn’t be far more valuable if 
some of these facts were disclosed on the 
face of this statement. Certainly it is 
worth thinking about, particularly today 
when the financial statements have such 
a broad circulation. 

Financial statements are now sent to 
investors, employees, and in many cases 
to the public at large, but we have failed 
and are still failing to put across the mes- 
sage which these statements should con- 
vey. Admittedly, accountants and people 
with accounting training understand these 
and can interpret them, but many of those 
for whom they were prepared do not 
comprehend them. Accountants should 
attempt to talk the language of their 
audience, rather than try to get the audi- 
ence to understand the accountant’s lan- 


guage. 
CURRENT PROBLEMS 


Now, let us consider the second part 
of my subject, namely, current problems 
of depreciation accounting. Limitations of 
time make it necessary for me to confine 
my discussion to the three of these prob- 
lems which I consider most important. 

The first of these problems is the cur- 
rent agitation for the current charge as 
provision for depreciation to be based on 
replacement costs rather than on original 
cost. This is not a new idea, as it has been 
re-agitated in my Own memory every 


time that there has been an increase in 
prices; and it sinks into oblivion every 
time there is a price recession. 

Fundamentally, this involves the ques- 
tion of whether depreciation accounting 
should be based on the dollar as a fixed 
unit of measurement, i.e. the dollar cost, 
or upon the continuously varying pur- 
chasing power of the dollar. Under this 
latter theory the capital to be recovered 
by the depreciation policy would not be 
the original cost of the asset but the cost 
of the replacement of the asset at the end 
of its service life. All this would do, 
in my Opinion, is to put one more guess 
or variable into the determination of the 
current charge to be allocated to the oper- 
ations of each period. It would remove 
from such calculation the only known 
present factor, the cost at date of acquisi- 
tion, and would substitute therefore a 
prophesy as to future cost, which could 
be just as wrong on the up side as on the 
down side. 

To realize the practical absurdities con- 
nected with such a theory, take a look at 
the variations of the purchasing power of 
the dollar for the past forty years; or, to 
bring it within the memory of most of 
us, let us look at these variations since 
1929. The National Industrial Confer- 
ence Board released recently a chart show- 
ing the purchasing value of the dollar in 
the United States from 1929 to 1947. The 
1935 to 1939 dollar was used as 100 in 
this chart. In 1929 a dollar spent for con- 
struction would have a purchasing power 
of 108 of the 1935-1939 dollar; the dol- 
lar spent in 1932 a purchasing power of 
about 140 of the base; the dollar spent in 
1940 a purchasing power of about 90 of 
the base; and a dollar spent in Septem- 
ber, 1947, has been reduced in purchas- 
ing power to only 53 cents. 

Is there any living individual who can 
predict today, with all the economic, po- 
litical, and social complications that ex- 
ist, what the 1935-1939 dollar will pur- 
chase in 1952? 


RECOVER ORIGINAL CosT 


I believe, with all deference to those 
who hold otherwise, that it is the account- 
ant’s responsibility to recover during the 
service life-of the depreciable assets the 
original cost of such assets measured by 
our unit of measurement of values, the 
dollar, irrespective of its purchasing 
power. Stated in other words, I believe 
that it is the accountant’s duty to recover 
during the useful life of the depreciable 
assets the same number of dollars as were 
originally invested in such assets, and it 
is the obligation of the financial officer, 
if those dollars are not sufficient to re- 
place the assets, to have provided through 
retention of profits or to provide through 
other ways the additional capital required 
to replace the assets. 

I like the heading used in the October , 
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1947, issue of the Journal of Account- 
ancy, in reprinting the special statement 
by the Committee on Accounting Proce- 
dure, A.I.A. on this subject—“Appropria- 
tion, Not Charges, Recommended to 
Cover Inflated Replacement Cost.’” In 
connection with this subject, I would re- 
fer you to that statement, reprinted on 
pages 289-290 of the Journal of Account- 
ancy. 


WRITING-OFF ABNORMAL COsTS 


The second current problem relating 


‘to depreciation accounting is the determi- 


nation of the periodic charge for depre- 
ciation to be allocated to operations ir: 
the case of new assets constructed or pur- 
chased at the prevailing high prices. In 
order that the provision for depreciation 
on these high cost assets may not be a 
burden on the more remote future years, 
it is suggested that a greater provision 
for depreciation be made in early years 
of the life of the assets, so that a con- 
siderable portion of the excess cost of the 
depreciable assets may be allocated to 
operations during the prevailing high 
prices. 

To accomplish this objective, the de- 
clining balance method of calculating the 
periodic provision for depreciation could 
be used, or some arbitrary write-off of the 
abnormal costs over a relatively few years 
would accomplish this same result. The 
declining balance method has been given 
some support by the Treasury Depart- 
ment, but it is doubtful if the write-off 
of abnormal costs would be allowable for 
tax purposes. 

The matter of spreading the cost of 
depreciable assets over the estimated life 
of those assets is one of depreciation pol- 
icy, and I know of no good reason why 
this policy need be immutable. Under 
present conditions of known high busi- 
ness activity, I can see some very convinc- 
ing reasons why it is not only good busi- 
ness but also good accounting to allocate 
a larger portion of the cost to these pe- 
tiods. In depreciation accounting we 
have become slaves to periods of time, 
tather than units of production or use 
of the assets. Consistency is a word you 
hear much about in accounting, but its 
observance is not universally mandatory. 
Consideration should and must be given 
to the charging against income of each 
period the proper costs of producing this 
income. 

In cases of costs of depreciable assets 
which do not vary widely from normal 
costs, and in which the income of the 
period does not vary between wide lim- 
its, then the allocation of the costs of 
the use of depreciable assets in equal 
amounts over the expected service life of 
such does not produce results that are too 
inequitable. However, present costs of as- 
sets are abnormally high, and business ac- 
tivity is also abnormally high. The ab- 


The Controller, February, 1948 


normal costs of acquisition of new or ad- 
ditional depreciable assets were assumed 
to take advantage of this abnormal busi- 


“ness activity, and it seems realistic and 


equitable to charge these abnormal costs 
to present operations under some method 
or other. In fact not to do so, in my 
humble opinion, would be improper ac- 
counting. 

Again the following quotation from 
the special statement by the Committee 
on Accounting Procedure is pertinent: 


“The committee disapproves immediate 
write-downs of plant cost by charges against 
current income in amounts believed to repre- 
sent excessive or abnormal costs occasioned 
by current price levels. However, the commit- 
tee calls attention to the fact that plants ex- 
pected to have less than normal useful lif: 
can properly be depreciated on a systematic 
basis related to economic usefulness.” 


This problem is covered by Mr. C. G. 
Blough, CPA, in his article on Current 
Accounting Problems, in the October is- 
sue of The Journal of Accountancy, on 
page 336. 

But I again would remind you that 
many decisions to buy or construct addi- 
tional facilities have been based on the 
expectation of high demand for the next 
three to five years, during which they ex- 
pected to be reimbursed for their invest- 
ment to a considerable extent. In other 
words, these assets were bought or con- 
structed to meet the extraordinary demand 
resulting from little or no production 
during the war. There is no doubt in the 
minds of some of us that some of these 
new depreciable assets can become sur- 


“ plus facilities just as soon as the present 


condition changes. An asset may reach 
the end of its useful life in more ways 
than by wearing out. In speaking of this 
problem, I would like to refer you to 
page 235 of the Conference Board Bul- 
letin of August, 1947. 


FULLY DEPRECIATED ASSETS 


The third current problem is that of 


‘the reinstatement on the books of fully 


depreciated assets, in order that some 
charge for depreciation may be made to 
present operations for the use of those 
assets. This problem involves assets which, 
in pursuance to a systematic depreciation 
policy, have been written off, and also 
assets constructed under certificates of ne- 
cessity which were written off over the 
so-called emergency period, without re- 
gard to the normal service lives of such 
assets. 

It is somewhat difficult to support the 
suggestion of restoring on the books as- 
sets which have been written off in ac- 
cordance with a planned depreciable pol- 
icy and which are still usable and being 
used, in order that some charge may be 
made to the current operations for the use 
of such assets, unless the whole deprecia- 
tion policy is reviewed and proper ad- 
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justments made. If these assets have been 
written off because of too liberal alloca- 
tions to operations over prior periods, it 
is reasonable to assume that other assets, 
not yet completely depreciated, are being 
depreciated under the same liberal plan, 
with corresponding high charges to cur- 
rent operations. Certainly, if depreciation 
charges for assets written off were added 
to the current charges, there would be a 
pyramiding of charges against current op- 
erations. 

However, if a business decides that it 
has been depreciating at too high a rate, 
or the basic premises on which the depre- 
ciation policy was based is changed, I do 
not see any reason in the world why the 
depreciation policy cannot be changed, as 
long as full disclosure is made in report- 
ing. It would seem to me rather dogmatic 
to say that once a certain depreciation 
policy has been established, no changes 
therein may ever be made. The present 
high price of replacement assets may very 
well extend the actual service life of as- 
sets acquired some time in the past, and 
justify reconsideration of depreciation 
policy. 

Now, in regard to the restoration of as- 
sets acquired under certificates of meces- 
sity and written off over the period of the 
emergency, much more support can be 
given to this proposition. These assets 
were not written off in accordance with a 
systematic depreciation plan, but were 
written off during the period of the 
emergency because of the tax advantage 
in so doing. If the normal provision for 
depreciation on such assets is a significant 
amount, greater distortions of true oper- 
ating results would occur if no change 
for the use of these assets were made than 
if they were restored on the books and 
the normal charge for depreciation 
charged to current operations. For some 
examples of this practice I would refer 
you to the National Industrial Confer- 
ence Board Report of August, 1947, pages 
233 and 236. 

Obviously, there would not be any tax 
advantage from the depreciation charges 
on fully depreciated assets, and some com- 
plicated inventory adjustments might be 
necessary. The advantages and disadvan- 
tages resulting from the restoration of 
fully depreciated assets would have to be 
weighed in each individual case, and a 
decision reached applicable to such case. 

The present problems of depreciation 
accounting are real and most confusing. 
The differences I see in the situation to- 
day from what it was in the twenties is in 
the higher income tax rates, the fears in 
regard to the application of Section 102, 
the greater amount of replacements that 
have to be made because of low replace- 
ment records of the period 1930-1946, 
the strong likelihood that the increases in 
costs will prevail longer because of the 
support to the current scales given by 
labor, and the increasing evidence and 
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belief that the business volume is going 
to mountain a new plateau, thus requiring 
not only replacement of existing facili- 
ties, but also the acquiring of additional 
ones to take care of the increased volume. 

In any event, from the various studies 
that have been made, some of which have 
been referred to herein, it is most evident 
that the facts indicate that, at the present 
time, the abnormalities of the present 
ptice situation as they relate to deprecia- 
tion accounting are being treated in dif- 
ferent ways even by comparable busi- 


nesses. This seems to make it mandatory 
that every business incorporate in its 
financial statements explicit definitions of 
its present depreciation policies and prac- 
tices. Under these varying conditions the 
bare statement of the amount of the pe- 
riodic charge for depreciation is not going 
to suffice to answer the questions that 
analysts will ask. 

It must always be kept in mind that 
accounting is not an exact science, and 
is not governed by any natural or immu- 
table laws. As the subject matter of ac- 
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counting changes (as it has in the past 
and will in the future), the consensus of 
the authoritative thinking of the body of 
professional accountants will recommend 
procedure which will give effect to the 
changed conditions, without abandoning 
long established and proven accounting 
policies and practices. In the meantime, 
irrespective of the pressure of those not 
of our profession, let us adhere closely to 
present policies in depreciation account- 
ing, until it is proven conclusively that 
modification is necessary. 


Integration of Standard Cost and 
Material Control 


Material control, in businesses or de- 
partments of businesses in which stand- 
ard costs are or can be used, may be fa- 
cilitated by a simplified, integrated use 
of standard costs, production reports, 
and perpetual inventories. 

The uses made of standard costs are 
generally confined to one or more of the 
following functions: 


1. to supplying cost data for the establish- 
ment of selling prices, 

2. to simplify costing procedure, 

3. to supply data needed in studies for 
standardizing products and processes, 

4. to provide a uniform basis for comparison 
of cost factors, 

5. to provide a basis for effitiency tests 
through cost variation analyses, 

6. to establish normal production capacity, or 

7. to supply data for accurate pricing of in- 
ventories. 


But there is another possible use 
which is rarely employed. Standard 
costs, if tied in with reports of produc- 
tion and perpetual inventories, may pro- 
vide a means of solving troublesome 
problems in material control. Nothing 
particularly new, per se, is suggested 
here. Well-known and commonly-em- 
ployed methods are used. It is by a fu- 
sion of these methods that an efficient 
system of material control is developed. 
Quantities of materials received at, and 
materials transferred between, stores or 
stock piles are recorded, in the conven- 
tional manner, on the perpetual inven- 
tory, the posting media being material 
received and material transferred re- 
ports. Quantities of materials used in 
production are determined by making 
an analysis from reports of finished 
goods produced. Quantities of materials 
used may be determined and posted to 
the perpetual inventory, as withdrawals 
from stores, either daily or weekly, de- 
pending upon the particular needs of 
management. 


By R. G. Sappenfield 


The determination of quantities of 
materials used in production is accom- 
plished by reconverting, on paper, the 
finished goods, into raw and packaging 
materials, thus the number of units of 
each ingredient or component compris- 
ing the finished article, and the quantity 
of containers or material used for pack- 
aging, is computed. 


DETERMINING QUANTITY USED 


Equation or reconversion tables may 
be set up to aid in, and to expedite, the 
determination of quantities of materials 
used in production. If equation tables 
are to be used for making the reconver- 
sion, a table must be provided for each 
product to be made or assembled, and 
the table should conform to the stand- 
ard cost sheet for the product, that is the 
names or descriptions of materials and 
the other cost factors should be listed in 
identically the same order on both the 
table and the cost sheet, for convenience 
in the preparation of the analysis of ma- 
terials used in production. In construct- 
ing the equation tables the quantities of 
finished goods to be shown on the table 
should range from the minimum to the 
maximum number of units of finished 
product most likely to be produced on 
any day or in any week, as the case may 
be, but each table should show the 
equivalent units of each material needed 


for 100 units of finished product, so 
that the exact number of units of each 
material used can be conveniently com- 
puted by the use of the whole numbers 
and/or decimal fractions. As an ex- 
ample, if the table shows that 27 tons of 
a material is needed for i00 units of a 
finished product, the number of tons of 
that material used in the production of 
113 units of finished product would be 
30.51 (27 x 1.13) tons. Or, as another 
example, if the production report shows 
that 4723 units were produced, the num- 
ber of tons of the material would be 
47.23 times 27, or 1275.21 tons. 

In the preparation of both standard 
cost sheets and equation tables care 
should be taken to show each item of 
material in its proper unit, such as 
pounds, tons, dozens, gross, feet, yards, 
and such. The units should be those at 
which the material is carried on the per- 
petual inventory, which usually will be 
the unit at which it is billed by the sup- 
plier. 

If, in compounding or fabricating a 
product, a considerable time elapses 
from start to completion of production, 
or where parts are stocked or where 
subassemblies are made, standard costs 
and equation tables may be prepared for 
each part or for each process or series of 
processes, or for each assembly opera- 
tion, and perpetual inventories of quan- 
tities of “Assembly Parts,” “Goods in 





dent and treasurer. 





USES OF STANDARD COSTS 


“Standard costs, if tied in with reports of production and perpetual inven- 
tories, may provide a means of solving troublesome problems in material con- 
trol,” Mr. Sappenfield points out in this article, adding that by an efficient fusion 
of well-known and commonly-employed methods, a sound system of material | 
control has been developed by the Campana Corporation, of which he is presi- | 
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Process,” or ‘Partly Finished Goods” 
may be maintained, as for materials and 
finished goods. 

A production analysis form should be 
provided for recording the quantity of 
materials used, in the manufacture and 
packaging of the reported. quantities of 
each finished product produced. The de- 
sign of this form should parallel the de- 
sign of the standard cost sheet. This 
form should provide space for entering 
appropriate descriptive titles such as, 

1. Production date or period, 

2. Name or description of finished or partly 


finished product, or part, 
3. Quantity produced, 


and columns with headings, from left to 
right, should be provided on this pro- 
duction analysis form, as follows, 


1. Name or description of material, 

2. Quantity of material (as computed based 
on standard cost data), 

3. Processing loss factor, 

4.- Quantity of material inclusive of process- 
ing loss, 

5. Cost (per unit) of material, 

6. Cost of material, 

7. Account classification (for materials). 


The mechanics of the system are ele- 
mentary. A copy of the report of pro- 
duction is sent to the material control 
department. The quantity of each mate- 
rial used to produce a finished product 
is recorded on the production analysis 
form for the product (a separate produc- 
tion analysis is prepared for each prod- 
uct) for the production of the day or 
week. The production analysis is priced 
(the material is priced at the price per 
unit used in the corresponding standard 
cost sheet) and extended, and the dollar 
amounts, in the material section of the 
production analysis, are totaled and re- 
capitulated with the freight, direct la- 
bor, and applied overhead so as to show 
the total cost of the quantity of the 
product produced. This total is then di- 
vided by the quantity (number of units) 
produced to determine the cost per unit. 
The cost per unit will compare very 
closely with the cost per unit as shown 
on the standard cost sheet, provided all 
calculations have been made correctly. 
The greater the quantity of a praduct 
produced the less the variance in the 
average cost per unit as shown on the 
production analysis and on the standard 
cost sheet. In any event the variance 
should not exceed a fraction of one per 
cent. 

The material control department uses 
the production analysis, (which when 
completed as hereinbefore explained 
shows the total quantity and cost of each 
product produced, and the quantity and 
cost of each material used to make the 
product), as a posting medium for re- 
cording the materials used on the per- 
petual inventory. After the production 
analyses have been posted to the per- 
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petual inventory they are referred to the 
bookkeeping department for the tabu- 
lation of data for the preparation of 
journal entries to record, in the books 
of account, the “Cost of Goods Manu- 
factured,” ‘Cost of Materials Used,” 
“Applied Direct Labor,” “Applied 
Overhead,” and so on. International 
Business Machines or Remington Rand 
punched cards, sorting and tabulating 
machines may be used, to an advantage, 
for the preparation of journal entries if 
the number of items of materials used 
and the products made is substantial. 
It is not the intention to discuss here 
the well known merits and the sev- 
eral uses to be made of perpetual inven- 
tories, but it is assumed that in conjunc- 
tion with the material control standard 
cost plan herein described, periodical in- 
ventories will be taken, at least two or 
three times a year, to test the correctness 
of the perpetual inventory balances, and 
that monthly trial balances of the dollar 
amounts of the perpetual inventories 
will be reconciled with the balances as 
shown in the books of accounts, to test 
the accuracy of entries in the books and 
in the perpetual inventory. The advan- 
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tages, of the material control standard 
cost method, are: 

1. The quantities of materials used in pro- 
duction are verified, by the comparison of the 
production analysis with standard cost sheets, 
before the quantities are posted to the perpetual 
inventory. 

2. The quantities of materials posted to the 
perpetual inventory, as withdrawals from stores, 
represent material actually used in production, 
leaving in the inventory, materials withdrawn 
from stores but not used or which are left over 
at the end of the run, and which, under other 
methods, would not appear in the inventory un- 
less returned to stores. 

3. The fact that excessive withdrawals of 
materials from stores remain in the perpetual 
inventory and, therefore, must be included in 
the pertodical physical inventory, make it neces- 
sary that materials remaining at the end of a 
run be promptly returned to Stores. 

4. The comparison of the month-end trial 
balance of the perpetual inventories with the 
balance of the control accounts in the books of 
account, provides a test of the accuracy of the 
material section of the standard cost sheet, and 
a proof that entries for all production has been 
made in the books. 

5. The periodical physical inventory provides 
not only a verification of the correctness of the 
balance as shown. by the perpetual inventory 
but also a check on the accuracy of the materials 
section of the standard cost sheet, and as a con- 
sequence provides a proof on the correctness, in 
respect of materials, of the ‘Cost of Goods 
Manufactured” account in the books of account. 


Federal Tax Policies Must Be Designed 
To Encourage Risk-Taking 


Tax policies which will encourage 
risk-taking investment are essential if 
the United States is to avoid economic 
degeneration which has overtaken such 
countries as England and _ France, 
George Terborgh, research director of 
the Machinery and Allied Products In- 
stitute, warned recently in testimony be- 
fore the Committee on Ways and Means 
of the House of Representatives. 

Since the 1920’s American capital in 
the form of industrial equipment, hous- 
ing and public works has been consumed 
faster than it has been replaced, he said. 
Present tax policies, he added, leave an 
inadequate supply of savings for neces- 
sary investment and discourage invest- 
ment in venturesome enterprises on 
which technological progress and high- 
level employment depend. 

Mr. ‘Terborgh emphasized _ that 
America must now compete with state- 
controlled economies which are rebuild- 
ing their industries with the most mod- 
ern equipment available. 

“The importance of a dynamic tech- 
nology is probably realized more vividly 
today in some countries that lack it than 
in the United States itself, traditionally 
the world’s model in this respect,” he 
said. “England and France, at least, are 
busily, and even frantically, in search of 
a remedy for the decrepitude and obso- 
lescence into which much of their indus- 
trial equipment has fallen. They are 


finding, however, that it is easier to sink 
into this condition than to get out of it. 
The process of degeneration has been 
going on for decades and cannot be ar- 
rested, much less reversed, over night. 
The moral for this country is plain. We 
must avoid the degeneration in the first 


place.” 

He contended that the theory that in- 
dustrial economies suffer from _ over- 
saving, advanced by the late Lord 


Keynes, is fallacious, and that more sav- 
ing by individuals and corporations 
must be encouraged if America is to re- 
tain and advance its technological su- 
premacy. 

Mr. Terborgh, speaking for the capi- 
tal goods industries represented by the 
Institute, confined his tax recommenda- 
tions to policies affecting the production 
of capital goods. His recommendations: 


1. Reduce the corporate tax rate as rapidly 
as possible to not over 25 per cent., and make 
it a flat-rate levy, without graduation or ex- 
emptions; and moderate the progression rate 
on individual incomes so that no portion of 
personal income is taxed more than 5O per cent. 

2. Abolish double taxation of dividends. 

3. Provide for a six-year carry-over and 
three-year carry-back of losses. 

4. Liberalize depreciation policy, and place 
the burden of proof on the Treasury Depart- 
ment in cases of disagreement between the tax- 
payer and the government. 

5. Reduce the capital gains tax and allow 
full deduction for losses. 

6. Modify present provisions relating ( un- 
due accumulation of corporate surplus. 








Overhead Costs in Office Organizations 


The author of this paper, an associate 
actuary of The Mutual Life Insurance 
Company of New York, explores a some- 
what neglected field of overhead costs. 
Mr. Gelles points out that “although J. M. 
Clark’s basic work is drawn upon, the 
treatment is my own; in particular the 
algebraic treatment of differential cost 
: . a new contribution... . is of 
general business application.” 

—THE EpiTors 


1. General Nature of Costs; Their 
Measurement 


The question of overhead costs! in of- 
fices such as the large office organizations 
of insurance companies and banks, has 
had relatively little attention. In the first 
place, the problem of overhead in indus- 
try generally, i.e., manufacturing, trans- 
portation, utilities, and such was of much 
greater importance, indeed there a proper 
understanding of the problem is often 
basic to safe conduct of the business. 
Also, especially in the past, the size of 
overhead costs was a relatively minor 
factor in insurance and banking opera- 
tions. However the overhead factor has 
taken on increased importance in recent 
years, with increase in clerical salary and 
other expense rates and extension and di- 
versification of services. 

In office work two characteristics of 
overhead cost seem to be particularly 
prominent—discontinuity and heterogene- 
ity. Contracts of insurance, mortgage 
loans, bank deposits, trusts, and the like, 
involve financial arrangements for the 
proper carrying out of which the firm 
must stand ready to service policyholders, 
depositors, and others as the case may be. 
This emphasizes the discontinuous nature 
of the cost here, since a particular organi- 
zational set-up, both with respect to size 
and layout, must, because of the nature of 
the operations, take care of a range of 
work. The extremes of this range are 
points of discontinuity in cost. This may 
be clearly seen from an examination of 


* At the outset the reader may refer to the 
following definition of overhead costs—‘‘costs 
that cannot be traced home and attributed to 
particular units of business in the same direct 
and obvious way in which, for example, leather 
can be traced to the shoes that are made from 
it. And most of the real problems involve 
one other fact; namely, that an increase or 
decrease in output does not involve a propor- 
tionate increase or decrease in cost. There is 
a deal of complexity in the attempts that are 
made to trace the untraceable costs or to as- 
sign them on some rational basis, or to dis- 
cover the true added costs of added business, 
but at the bottom of most of these com- 
plexities lies a fact that is simple. That fact 
is unused productive capacity, or capacity of 
which full advantage is not taken.” J. M. 
Clarlj “Economics of Overhead Costs,” p. 1. 
University of Chicago Press, 1923. 
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how cost is incurred in a typical unit of 
organization. The cost of operation of 
such a unit remains practically constant 
over a range of volume of operations,— 
$S is the operating cost to take care of 
N to N + d units of work per time unit 
(month, for example). Not until work 
units definitely and continuously exceed 
N + d may more expense (overtime, 
extra employee, another machine or 
space) be necessary. Again, only if the 
number of work units definitely and con- 
tinuously falls below N is there a sur- 
plus, and an employee, machine, or space 
transferred or released and the cost re- 
duced from $S. The points of discon- 
tinuity are N and N + d. There are sev- 
eral other such points above N + d and 
below N. Work units are of course meas- 
urements of the various jobs concerned in 
terms of a common denominator. Inci- 
dentally, these considerations also apply 
to other lines of business where service 
must be available for the public, such as 
retail stores. 

The large office organization includes 
units standing ready to accommodate ex- 
pected volume and also units for ex- 
tended services. The problems of unused 
overhead are involved here,—although 
on a smaller scale than in manufacturing 
or transportation. As work volume in- 
creases, Management must decide at what 
points new units of operation should be 
established. Such new units might range 
from a business machine and operator to 
a junior executive (lawyer, real estate ap- 
praiser, investment analyst, and such). 


HETEROGENEITY CONSIDERED 


Heterogeneity, the second characteristic 
of cost, is apparent even within units of 
the same general cost classification. For 
example, salaries cover a range from 
business machine operators to top execu- 
tives. Machine costs may vary from the 
very low annual cost (depreciation) of 
typewriters, calculators and other small 
installations owned outright, to the con- 
siderable rental cost of large tabulating 
and accounting machine installations. At 
one extreme, points of discontinuity are 
closer together,—costs are more flexible 
or elastic. At the other extreme, where 
costs per employee, machine, and so on, 
are much greater, points of discontinuity 
in cost are further apart, and efficient per- 
formance makes more necessary, a level 
of operations close to the higher point of 
discontinuity. Not only in the wider 
points of discontinuity does the hetero- 
geneous nature of cost assert itself, but 
also in the different standards for the 
same type of cost. For example, the re- 
quirements for efficiency and economy in 
salary costs at the lowest levels of hire 
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are measurable in quantity, since stand- 
ards in terms of number of accounts han- 
dled, punch cards, and such can be set 
comparatively easily. At the other ex- 
treme, professional, research, executive 
costs, and the like, are to a large extent 
justifiable only in the most general terms 
of ascertainable results. 

Operation near the upper limit of a 
range of discontinuity for maximum efhi- 
ciency, is simply another way of stating 
the advantage of reducing unused over- 
head to a minimum. The implication is 
that operation just above the point of dis- 
continuity should be carefully controlled. 
On the other hand, it may be impractical 
to reduce $S, the cost for N to N + d 
work units, even where work units defi- 
nitely fall below N if the number of em- 
ployees, machines and space are at a min- 
imum for the conduct of any amount of 
work. For example, in an operational 
unit of two employees, a typewriter, and 
the floor space they occupy, the elimina- 
tion of an operation or service does not 
necessarily result in an immediate saving 
in expense. 

One of the dangers of expressing a 
service only in terms of cost per work 
unit is that if the service is eliminated, 
the conclusion is often incorrectly drawn 
that a savings of the cost times the num- 
ber of work units will result. Thus, if 
the clerical cost of a particular work unit 
of operation is expressed at, say, $.50 and 
2,000 are handled on the average each 
month, management should not, of 
course, expect a saving of $1,000 if this 
operation is discontinued. On the other 
hand (adapting the well-known Keyne- 
sian phrase) it may be said that the pro- 
pensity to reduction in cost has been in- 
creased, even though no actual reduction 
has occurred. Generally, increasing the 
propensity to cost reduction in an opera- 
tional unit of any size makes it possible, 
(1) to absorb excess work units of another 
operational unit, (2) to introduce another 
operation when necessary at a smaller 
cost, or (3) after further reduction in 
work units, to go below the point of dis- 
continuity (N) and bring about reduction 
in cost. 


2. Paradox of Differential Cost® 


The problem of expansion of services 
or entering new lines is encountered in 


* Differential cost is defined by the follow- 
ing quotation from J. M. Clark, ‘Economics of 
Overhead Costs,” p. 49:—“When a decision 
has to be made involving an increase or de- 
crease of n units of output, the difference in 
cost between the two policies may be con- 
sidered to be the cost really incurred on ac- 
count of these n units of business, or of any 
similar n units. This may be called the dif- 
ferential cost of a given amount of business.” 





office 
consi 
ing | 
put. 
servi 
for \ 
share 
profi 
smal 
must 
insu! 
have 
Tl 
costs 
way 
for | 
fecte 
whic 
a pr 
The 
lows 
P 
servi 
- 
ices® 
cies) 
$( 
Pp are 
$c 
ices 
that 
over 
k 
port 
alloc 
This 
crea: 
alloc 
that 
heac 
It 
diffe 
Alsc 
of tl 
tial 
U 
the | 
(or 
by ii 
ansv 


holc 


that 
(we 
grou 
the 

cost 


p 8 


a 
units 
as u 
plies 
ucts 

el 
to 
Bull 
num 
gene 


oe) 


ee oe: Bee 


a es I ee 








X%UM 


office organizations in ways which bear 
considerable similarity to the correspond- 
ing problem in industry of increasing out- 
put. The question of whether to extend 
services in smaller units, the market price 
for which could not carry a proportionate 
share of overhead costs and still provide a 
profit, arises in banks in entering the 
small loan field. Insurance companies 
must consider the problem when issuing 
insurance at plans and age groups which 
have smaller than average size policies. 

The problem in terms of differential 
costs may be stated as determining in what 
way existing overhead cost (presumably 
for the “normal” services) will be af- 
fected, if the company sells new services 
which it is expected will bear less than 
a proportionate share of overhead cost. 
The problem may be formulated as fol- 
lows :— 

P is the number of items of normal 
services* (loans, policies). 

is the number of items of new serv- 
ices* (small loans or accounts, small poli- 
cles) . 

$C is overhead if services represented by 
p are not adopted. 

$c is the added overhead cost if serv- 
ices represented by p are adopted. It is 
that part of differential cost representing 
overhead cost. 

& is the fraction (less than 1) of pro- 
portionate overhead cost which is to be 
allocated to the new service (or product). 
This definition of & assumes that the in- 
creased overhead cost ¢ is not necessarily 
allocated to the new group of items p but 
that there can be a reallocation of over- 
head between the items P and p. 

It is apparent that this perspective is 
different from that of the accountant.4 
Also the problem is here stated in terms 
of the most important portion of differen- 
tial cost, namely, overhead cost. 

Under what conditions then, would 
the overhead cost for each item of service 
(or product) of the P group be reduced 
by introducing the p group business? The 
answer is, when the following inequality 
holds,— 


that is, when overhead costs per item 
(weighted by the fraction & for the p 
group of items) with the introduction of 
the new group p is Jess than overhead 
cost per item without introduction of the 
p group. This reduces algebraically to:— 


*It is apparent that P and p may represent 
units of products in manufacturing as well 
as units of services. The above analysis ap- 
plies whether services or manufactured prod- 
ucts are being considered. 

*In this connection, reference may be made 
to National Association of Cost Accountants 
Bulletin, No. 1, 1939, pp. 328-339, where a 
numerical example of one special case of the 
general problem considered here, appears. 
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or, if the proportionate increase in cost is 
less than & of the proportionate increase 
in business volume, the overhead cost 
allocable to the P items is reduced. The 
introduction of a new service (or prod- 
uct) at a price which covers less than pro- 
portionate overhead can reduce the over- 
head for ‘normal’ services (or products) . 
If & is very close to unity, it is expected 
that the new service can be sold at a price 
which will include just about the pro- 
portionate overhead charge. If the new 
service can be adopted with little if any 
increase in overhead, & may be close or 
equal to zero without any loss being in- 
curred by adopting the new service. 

An implied condition for inequality 
(I) is that the introduction of p has not 
affected the volume of the normal busi- 
ness represented by P. However, if by 
introducing p we may expect a reduction 
in normal services (or products) from P 
to P— AP,5 then the condition for re- 
duction of average overhead after the 
contemplated action is taken is stated as: 


C—aC+e._ C€ 
P—AP+kp  P 


ZC is the amount by which C is reduced 
due to the reduction AP in P so that 
the (overhead) differential cost is now 
— AC + c. The inequality becomes:— 


(II) 


re p AP a) 
=< k- ‘ a esta 7 eee 
 & Pp ( P Cc 


which is the same as inequality (I) ex- 
cept for the expression in parenthesis. 
Inequality (II) is the more general form 
which gives inequality (1) when AP 
and AC are both zero. 

It is of interest to note that when p = 
AP and ¢ = AC, that is, when the new 
service (or product) just replaces an 
equivalent amount of the “normal” serv- 
ice, the above inequality becomes & > 1. 
That is, & must be greater than unity 
for a reduction in average overhead. 

Almost invariably the expression in 
parenthesis in inequality (II) will be 
positive since the proportionate reduction 
in normal services P should be greater 
than the concomitant proportionate reduc- 
tion in costs. This means that when the 
introduction of a new service p replaces 
some items, AP, of normal service, the 
conditions for reduced unit overhead be- 
come more difficult to achieve than when 
new services are sold in addition to ex- 

*> As in banking where the introduction of 
small loan business may reduce the number of 
larger loans, or in insurance where issues of 
policies on smaller average amounts may re- 
duce issues on larger amounts, or in manufac- 
turing where introduction of a cheaper prod- 
uct may reduce the purchases of a more ex- 
pensive one. 


ray 


isting services and do not replace any 
part of them. 

Other applications of inequality (II) 
may be made by changing the assump- 
tions with respect to the relative values 
of p and AP, ¢ and AC. 


3. Pricing in Relation to Differential 
Cost 

In the above analysis & is fixed which 
means effectively that the price of the 
new service (or product) is fixed, at least 
as far as overhead cost is concerned. This 
assumption, under the conditions ex- 
pressed by the algebraic inequalities, 
produces a lower overhead per unit for 
the normal services which can, of course, 
be translated into increased margin be- 
tween cost and selling price. 

If overhead costs are taken as fixed, 
inequality (I) can be used to determine 
the minimum value of & in pricing the 
new service, at which there is no profit 
nor any, loss, for various sales volumes 
(values of p and AP). A lower ratio 
for & means a loss and a higher one a 
profit. The inequality may be expressed as 
follows :— 


The smallest value of & therefore, at 
which no loss is incurred in adopting the 
new service (selling the new product) is 
the ratio of differential part of overhead 
cost actually incurred per unit of new 
service (or product) to other overhead 
actually incurred per unit of normal serv- 
ice (or product) ,-——a result which is ap- 
parent from general reasoning. 

Similarly, inequality (II) can be ex- 
pressed as 


C 
c— AC+ AP— 
+ P 


¥ 7 c < k 

P P 

which is interpreted in much the same 
way except that in addition to (overhead) 
differential costs, the cost per unit of the 
new service should allow for the over- 
head costs allocable to the number of 
“normal” items which have been re- 
placed. 

The problem of pricing is very diverse 
and includes in addition to the question 
of differential cost, a number of elements 
such as competition and the nature and 
extent of consumer demand for the new 
(and “normal’’) service (or product). 
The above inequalities can however be 
used to determine the extent (p) to 
which the new service (or product) must 
be sold and replacement of “normal’’ 
service (AP) is possible, in order to 
justify on the basis of differential cost, 
a particular competitive price. In that 
case & is fixed but p and AP vary. The 
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table below illustrates the interrelation service and increasing &, or (3) a more keep in mind that good relations are de- 
of the factors in the inequality. competitive price for normal services. On pendent upon “good behavior as well as 
C information.’’ Nothing can be done to af.- 
P — 100,000 C = $400,000 — $4 fect today’s public opinions since they are 
P already formed, but present conduct will 
s be registered in the public attitudes of to- r 
Minimum value of morrow, he said. Presentation of the as th 
k to satisfy banking message should not be ‘“‘defen- befo 
p c AP Pe x inequality (II) sive’ toward banking or free enterprise, aud 
but positive to those ideas that ‘in them- tosh 
5,000 $10,000 0 0 5 selves are already accepted but show signs Ubi: 
1,000 $1,000 65 of sinking below the level of conscious eae 
2,000 3,000 75 commitment and practice,’ according to | 
5,000 12,500 0 0 .625 Mr. Wallace. 
1,000 1,000 775 Dr. Robinson explained that the survey 
2,000 3,000 875 showed public opinion in small towns Je 
10,000 15,000 0 0 375 generally more favorable to banks, and dust: 
1,500 2,000 475 that the public of small banks showed was 
3,000 4,500 563 more good will toward banking than the zatia 
10,000 20,000 0 0 S public of large banks. haps 
1,500 2,000 6 exact 
4 
. maa bacinon - Treasury States Views on Section not ' 
102 and Withheld Earnings as 
The minimum value of & indicates the the other hand, the margin between cost The Treas Ee tly - St 
point at which there will presumably be and selling price may be allowed to stand. < ee ce ys ey al 
no loss if the overhead charged to the The course of action depends on man- pict ery : m8 ss east <c Id. be eh 
new service is no more than (overhead) agement policy in light of knowledge and — Fpiene | tai i, age eine It . Sa 
differential cost. The whole problem must understanding of the market, both pres- ge ne ie 5 us wit oes" tax a ties. pelt 
be studied in the framework of unused ent and future. ee, neem ie he 9 to = Pl 
capacity to serve or produce. The basic This analysis may be extended to the i ie yvaek tas a soy 
—_ anne a es — ee ae already conducted by an organization for corporations that Evithhold excessive lair 
differential cost. * If the selling peng of and the question of reallocation of over- pei of their profits from their stock- i 
the new S€rvice allows for a margin Over head, repricing the services, or discon- holders : te taxp: 
the minimum value of &, such margin  tinuance of one of the services is being Sa ae SE Lee Se Al 
may be translated into (1) a more com- considered. In fact. the elements j Ps Bey Pears & Pp 
ws es ee 3 ct, the elements in over ing corporations is to retain each year panic 
petitive (i.e., cheaper) price for the new head costs appear in all phases of business what hae + bl dei their 
service, or (2) reallocation of overhead ,. ] h blic’s demand f ee 2 cee. ee 
eit: tee aetiles A ane enh ok anneal as long as the publics demand for serv- for the business, distributing the remain- came 
cn All = ices (or products) is not fixed and there der to stockholders in the form of divi- been 
"See J. M. Clark, “Economics of Overhead  €XiSts management's desire to expand and — dends,”” Revenue Commissioner Schoene- ation 
Costs,” p. 251. diversify services (or products). man said early in December. nomi 
“Such policies do not conflict with any ~ 
aa provision of the Internal Revenue Code anyt 
Most Bank Critics Found Among Non-Users, as do not subject any corporations to set | 
the additional tax provided by Section valuc 
Customers Generally Favorable 102." In 
A Treasury spokesman explained that of th 
Non-customers are invariably more criti- minority, 22 per cent., favors nationaliza- the statement was issued because ‘‘about dent 
cal of banks and banking than any other _ tion, with another 15 per cent. undecided. this time of the year” many corporations sifyit 
group in the population, Dr. Claude Rob- In addition, he said, it was disclosed that become worried about this section of the seque 
inson of the Opinion Research Corpora- 75 per cent. of the people questioned said _ tax law. was 
tion, Princeton, N. J., told members of they approved Government lefding to in- Mr. Schoeneman’s statement said: unio1 
the Financial Advertisers Association re- dividuals and businesses and saw nothing “It never has been and is not now the ducti 
cently. Dr. Robinson outlined the find- wrong with the entry of Government into policy of the International Revenue Bu- prog: 
ings of a survey of American public opin- _ this field of private enterprise. reau to apply this provision to any corpo- Class 
ion on banks, sponsored recently by the The problem of banking, Mr. Wallace ration unless it withholds from its stock- salari 
Association of Reserve City Bankers. declared, is to keep the 22 per cent. mi- holders surplus earnings clearly in excess Ur 
“Public opinion in the United States is nority favoring Government ownership of the reasonable needs of the business evalu 
favorable to banks in direct proportion to from growing, and to impress upon the and for the purpose of enabling stock- panic 
the degree people use bank services,” he public that Government competition is a holders to avoid personal income taxes. unio! 
declared. ‘The greater a person’s contact, potential threat to the private enterprise “In determining whether surplus is re- tions 
familiarity and knowledge of banks, the system. tained for business purpose, it is our un- wher 
greater is his understanding of banks’ “Where the function of a business is varying policy to give due consideration mg 
problems, the more favorable is his atti- regarded as essential to existence,’ he to the judgment of the corporation’s own bee: 
tude toward banks.” continued, ‘‘a threat of nationalization is | management on what sums are needed for evalu 
James M. Wallace, vice president of permanent. “It varies only in degree. working capital, expansion of facilities, tered 
N. W. Ayer & Son, said that according to Bankers must face this fact forever. It is sinking funds for debt retirement, con- puep 
the cross-country survey, although about their greatest occupational hazard.” tingency funds to cover employee benefits wage 
63 per cent. of the public opposes Govern- In developing a public relations policy, and similar bona fide business and legal bene 
ment ownership of banks, a substantial Mr. Wallace emphasized, bankers must needs.” good 
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Job Evaluation: A Review and Summary 


The observations which follow served 
as the basis for addresses, by Mr. Masters, 
before recent meetings of the Cincinnati 
and Louisville Controls of the Controllers 
Institute. Mr. Masters is an associate of 
Uhling, Lauer and Associates, Manage- 
ment Consultants of Cincinnati, Ohio. 

-—THE EpITors 


Job evaluation as it is used today in in- 
dustry is comparatively new although it 
was first applied to a nation-wide organi- 
zation thirty-five or forty years ago. Per- 
haps if businessmen were aware of the 
exact origin of job evaluation you would 
not want anything to do with it because it 
originated in the government and was 
somewhat of a tool for politicians! 

Strangely enough, the first use of job 
evaluation was applied to office or non- 
productive workers although its general 
use in industry is presently applied to 
productive workers. That first use of job 
evaluation was in the civil service po- 
sitions of government during the period 
of 1911-1915. The purpose was to ex- 
plain to the taxpayers just what the civil 
service employee was doing and how the 
taxpayer's money was being spent. 

Along in the late twenties some com- 
panies started to apply job evaluation to 
their operations and then the depression 
came along. Industry as a whole had not 
been educated to the benefits of an evalu- 
ation program and, due to general eco- 
nomic conditions in the early thirties, not 
many companies were willing to go into 
anything new unless its worth could be 
set forth in a definite dollar and cent 
value. 

In the middle thirties, with the advent 
of the Wagner Labor Act, it became evi- 
dent that some means of grading or clas- 
sifying of labor was a necessity and con- 
sequently the interest in job evaluation 
was revived. Probably, because the labor 
unions were interested mainly in the pro- 
duction workers, that accounts for the 
progress of job evaluation among that 
class and the neglect of the clerical or 
salaried employee. 

Until the start of World War II, job 
evaluation was largely confined to com- 
panies or industries operating under 
union contracts. There were some excep- 
tions, of course. But during the war, 
when the War Labor Board started dictat- 
ing wage schedules to management, many 
companies were forced to institute an 
evaluation program. Many companies en- 
tered into such a program for the sole 
purpose of getting permission to grant 
wage increases without ever knowing the 
benefits that could be derived from a 
good evaluation. They are learning the 
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folly of their haste. At that time they 
were using job evaluation for a purpose 
it was never intended to serve. Today, 
those same companies are using the same 
system to keep wage rates in line with 
their area average or their company policy. 

More often than not, they are finding 
many situations that should never exist. 
They are using labor classifications which 
do not actually exist in their organization. 
They are finding certain employees have 
been upgraded beyond all reason as far as 
their actual value is concerned. What 
such companies need is a review of their 
evaluation program and the proper classi- 
fications of jobs as they exist today. 

It is not practical to advocate demo- 
tions or pay reductions now, in cases 
where employees are over-rated, but it is 
practical, and certainly very good man- 
agement, to prevent those same employ- 
ees from advancing further out of line by 
remaining in, and advancing to the top 
of, wage brackets in which they do not 
belong. 

The way to prevent this is a periodic 
review of the job evaluation program. 


PRINCIPLES LONG IN USE 


Business management has always used 
the principles of job evaluation in guid- 
ing its wage decisions but many times the 
method applied is questionable as to its 
value or its fairness. 

As industrial management is being 
called upon more and more to defend its 
actions to stockholders, union leaders and 
government representatives, it is finding 
a good job evaluation systeni extremely 
useful. In fact, we might say that it is 
serving the same purpose to industrial 
management today as it served to the pol- 
iticians thirty years ago. 

Job evaluation is a very valuable man- 
agement tool, as much or more so than 
many other tools we use every day. In 
order to function properly it must be 
maintained and cared for by periodic re- 
view and proper administration. In many 
ways it is just as important as wage incen- 
tives or standard cost systems. After all, 
what good does it do us to know how 
long it should take to perform a certain 
task unless we are equally certain how 
much we should pay the individual per- 
forming that task. What other accurate 
means do we have to determine the quali- 
fications required for any certain task ex- 
cept by job study such as should be per- 
formed in a job evaluation program. 

Many companies have only applied an 
evaluation program to the factory em- 
ployees or the so-called productive work- 
ers without realizing or considering the 
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potentials of covering the salaried em- 
ployees or office workers with the same 
type of program. 

Perhaps there are some companies with 
a small and versatile office force where an 
evaluation program would be of a mini- 
mum benefit as far as reducing operating 
cost is concerned but even those com- 
panies may benefit to learn just what each 


. Job consists of and how near in line the 


existing wage scale is. They may learn of 
many inefficiencies, of duplication of ef- 
fort that was never recognized. This may 
appear to be bordering on an efficiency 
study but any good engineer will recog- 
nize inefficiencies while making job 
studies and certainly would not incorpo- 
rate such waste in job specifications. 


OFFICE EVALUATIONS 


The larger companies or any companies 
who have many people performing iden- 
tical or similar tasks certainly need job 
evaluation for office employees equally as 
urgently as they need it for production 
employees. We must recognize that the 
installation of a program for office or sal- 
aried workers may require more time per 
employee than in a factory installation but 
with proper installation the results are 
equally gratifying. 

In a factory installation it is usually de- 
termined that larger groups of employees 
fall into the same classification and for 
administration purposes it is desirable to 
keep the classifications confined as much 
as possible, while in the office it is more 
desirable to make the classifications as 
specific as possible. 

Also, in an office application there are 
many personal traits that enter into eval- 
uation which are largely ignored or un- 
important in a factory program. The num- 
ber of factors involved are less in the 
factory application. 

On the productive employee it is the 
practice to consider four main factors. 

1. Skill—which includes experience, training 
time and mental requirements 

2. Effort—which is the mental and physical 
application required 

3. Responsibility—which includes responsi- 
bility to equipment and to product 

4. Working conditions—which includes 
safety, comfort, exposure, sanitation, etc. 


In different plans you may find many 
variations of these four factors, but bas- 
ically, they mean about the same thing. 

Most of these factors are confined 
strictly to the task at hand and may be 
properly evaluated by an experienced en- 
gineer with very little assistance from any- 
one directly concerned. 

Evaluation of clerical, technical. and 
other salaried positions presents quite an- 
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other problem. Usually there is no at- 
tempt made to evaluate positions above a 
certain salary level or above a certain line 
of authority or responsibility. 

Many times it is necessary for the em- 
ployee to supply certain information about 
his job and otherwise assist the engineer 
in a proper evaluation. 

To some extent the same factors may 
be used in both factory and office evalu- 
ation but with entirely different relative 
values. Items of ‘responsibility’ and 
“confidential information” may be very 
important in clerical rating while factors 
such as “physical effort’’ and “hazards of 
the job” lose their significance. Office 
progression from starting job to super- 
visor is usually more difficult to define 
than similar lines of progression from 
factory job to foreman. Clerical super- 
vision is different from shop supervision 
and clerical supervisors are usually evalu- 
ated as part of the clerical force while 
shop foremen are usually evaluated as 
part of factory management. 

In addition to factors we may use in 
both factory and office evaluation we must 
also consider many additional factors in 
office evaluation. 

Some of the usual important ones are: 


1. Analytical Ability: The extent, type and 
degree of ability required to grasp essentials, 
reach sound conclusions and plan necessary ac- 
tion in evaluating problems and analyzing data. 

2. Special Mental Skills: The extent to 
which specialized fields of knowledge are re- 
quired in satisfactory performance of a job. 

3. Initiative: The resourcefulness, ingenuity, 
and aggressiveness required for the execution 
of the job; the ability to anticipate and pro- 
vide for changing conditions; the extent to 
which work is done without supervision. 

4. Motor Skills: The speed and accuracy with 
which an employee must type, operate adding 
machines, caculators, or other office equipment. 

5. Responsibility for Supervision: Leader- 
ship which should be displayed in organizing 
the efforts of others and in supervising, in- 
Spiring, selecting and developing new em- 
ployees or upgrading of employees in the office. 

6. Monetary Responsibility: Requirements of 
employee to make decisions not based on def- 
nite rules, affecting risks of money, invest- 
ments, equipment, inventory, etc. 

7. Public Relations: Requirements of em- 
ployee to maintain good will with persons 
whom he contacts outside the organization 
either through correspondence or personal in- 
terview. 

8. Special Personal Requirements: Person- 
ality or any special traits required to satisfac- 
torily fill the position being studied. Ability to 
maintain confidential information and discreetly 
discuss company affairs. 


Perhaps there are other factors to con- 
sider in certain instances but, at least, you 
have an idea of some of the differences 
between salaried and factory employee 
evaluation. 

We can not tell you now, in dollars 
and cents, just what you should pay a 
receptionist or a comptometer operator, 
or any other particular employee in your 
organization but job evaluation will de- 
termine the exact relation of one posi- 
tion to the other and the proportionate 
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amount of pay each job should receive. 
Then, after the money value of each 
point or credit is determined the auto- 
matic result is an evaluated dollar rate for 
each position. 

Job evaluation is an important part of 
your personnel program, and after the 
evaluation program itself has been com- 
pleted, definite steps should be taken to 
make it work for you every day. In set- 
ting up the program you have automati- 
cally compiled the requirements of your 
personnel for each job and these require- 
ments should become a part of your hir- 
ing program. In interviewing new appli- 
cants it should first be determined that 
they meet the requirements set forth in 
the job specifications. 

With the information supplied by your 
evaluation program you have an estab- 
lished basis for developing a pre-induc- 
tion testing program for every job appli- 
cant. After all, what benefits do we de- 
rive from knowing what qualifications 
and talents each employee should possess 
unless we assure ourselves of getting 
those qualifications in all future new em- 
ployees. That is the best means of im- 
proving our organization. 


More and more companies have gone 
into some type of scientific testing pro- 
gram and have realized wonderful te- 
sults. Reduction of labor turnover, more 
efficiency and better employee employer 
relations are only a few of the benefits 
derived from scientific testing of job ap- 
plicants. 


MERIT RATING 


Let us not overlook the importance of 
the tool that helps to make our job eval- 
uation effective. That is the Merit Rating. 
In fact, any wage prene. regardless of 
its basis, may best be administered with a 
good Merit Rating plan which insures 
you of a fair and uniform application of 
your wage plan. 

It is a defense for management against 
the annoyance of personal requests for 
salary increases and yet it assures manage- 
ment that no worthy individual will be 
neglected. 

A Merit Rating system is very inexpen- 
sive to install and operate but it does 
make a substantial contribution to em- 
ployee relations which is perhaps the most 
vital aspect of business today. 


War Curbs End Is Urged by Hazlitt 


The overvaluation of foreign currencies 
in relation to the dollar, low interest rates 
and other internal controls on produc- 
tion imposed by European governments 
are preventing the revival of normal two- 
way: international trade and delaying eco- 
nomic rehabilitation of the world, Henry 
Hazlitt, economist and business columnist, 
declares in a new booklet recently pub- 
lished. 

Even the most generous American loans 
will not appreciably restore world pro- 
duction and stabilize foreign monetary 
systems as long as European nations per- 
petuate their “present strangling net- 
works of economic controls,’ Mr. Hazlitt 
concludes in his study, entitled, ‘Will 
Dollars Save the World?’, which has 
been published by the Foundation for 
Economic Education, Inc. 

Among the steps advocated by Mr. 
Hazlitt to place the economy of the world 
on a sound basis are the following: 

1. The United States must make its 
own capitalism free and strong by remov- 
ing governmental wartime controls that 
still hamper output and free markets. 

2. America must lower its own tariffs 
immediately, whether other nations do so 
or not. 

3. The Allies must allow Germany 
and Japan to restore their economies them- 
selves and must permit those nations to 
produce everything they are capable of 
except direct weapons of war. 

4. The United States should return to 
a real, instead of a merely technical, gold 
basis for its currency. 


5. All nations should be invited to co- 
operate in returning to a world gold 
standard. 

6. And nations should insist that the 
International Monetary Fund make two 
immediate minimum reforms: (a) te- 
move the compulsion on all member na- 
tions to control exchange rates; (b) give 
the Fund managers power to impose con- 
ditions on borrowing governments. 

Mr. Hazlitt declares that making heavy 
loans or gifts to unstable European gov- 
ernments is not the best way to combat 
world Communism. He adds, however, 
that, “if overriding emergency seems to 
demand it, let our Government give food, 
not money to Europe. Demand no gov- 
ernment reforms in exchange for it; but 
stamp an American flag, literally or figu- 
ratively, on every package.” 


Some Estates Subject to Second Tax 
Penalty 


Inheritors of estates in excess of 
$60,000, which are subject to federal 
taxes, are many times unnecessarily 
subjected to a second tax when this 
penalty can be avoided, the Chemical 
Bank & Trust Co. pointed out in its 
latest monthly bulletin, “Taxes and Es- 
tates.” The penalty is incurred, the 
bank explained, when changes have 
been made in the investments constitut- 
ing the estate during the five-year 
period after inheritance, or when ac- 
curate records of commingled funds 
are not maintained. 
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Is Your Filing System Efficient? 


By Raymond A. Spitler 


The author of the following article, which is reprinted by per- 
mission from the May, 1947 issue of ‘Hotel Bulletin,” 7s comp- 
troller of Piedmont Hotel Company, Atlanta, Georgia, and pres- 
ident of the Atlanta Control, Controllers Institute of America. 


—The Editors 


Every business has a multitude of records, valuable only 
unto themselves. Most of these records are of such import 
that they must be referred to frequently. You must put them 
where they can readily be found. Then a system of filing is 
purely for finding purposes. 

In most organizations a centralized filing system is better; 
while in others, small auxiliary files are necessary before go- 
ing to the transfer room. 

In preparing a finding system, it is first necessary to list 
just what you are going to find. Then ascertain the necessary 
space for current filing before transfer. Next, call in your 
equipment salesman to ascertain files and space needed to 
meet your needs. 

To the majority of the readers of this article, a list of forms 
and space each would need seems elementary. However, a 
general list of forms we use and time kept in our current files 
is listed below. To these forms of course, are added our gen- 
eral books and records. After the time designated all forms 
are sent to the transfer room. The transfer room is set up 
on the same basis as are the current forms. Ascertain the 
length of time all forms are needed for safety of business, 
taxes, government regulations and legal protection. 

Naturally the original file as well as your transfer must be 
properly marked and fully indexed. 
Controller's or Management daily report 
A, B, & D Machine Report—Night Auditor 
Check record— front office cashiers 
Hold ledger cards—front office cashiers ......... 
Registration record—-alphabetical 
Skipper ledger follow-up file .............-.--- 
Copies of checks and paid vouchers.............. 
Current operating invoicing unpaid 
Long Distance Traffic Sheet 
Daily Valet 
City Ledger Correspondence 
General Correspondence 
All food and beverage checks and dining room, cof- 

fee shop, room service and banquet or special 

(Cash destroyed after 30 days). 

Charge checks Food 
Food cashier's reports 


1 year 


Monthly 
1 year 


60 days 
1 year 


Front Office Transactions are as follows: 


Food Department charges (charge slips)......... 
Long Distance charges 
Transfer of balances 
Telegrams 
Valet 
Laundry 
Miscellaneous 
Freight and Express 
Paid outs 
Rebates 
City Ledger charges and credits ................ 
Machine Tapes 
Room Reports—night auditor 
Day rate and advance payment recap ............ 


6 months 
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Employment and Personnel : 
Employment agreements 
Withholding Tax—W-4 
Group Life Insurance 
Group Hospitalization 
Accident and report file 
Employee's payroll record 
Monthly payroll summary 
Overtime pay vouchers 
Payroll receipts—numerical 
Time Cards 
You will note that in most of the above cases the files in 
our offices are for convenience of finding or that is the capac- 
ity of our current files. We are continually transferrng; but 
as above, we have records covering the period of time noted. 
In further reference to the transfers of good files, we refer 
to the following schedule: 
1—Books of Original Entry 
A. General Journal 
B. Cash Receipts Journal 
C. Cash Disbursements Journal 
D. Sales Journal 
E. Allowance Journal 
F. Purchase Journal 
2—Books of Secondary Entry 
A. General Ledger 
B. Operating Ledger 
3—Subsidiary Ledgers 
A. Accounts Receivable Ledgers 


Permanent records should be 
kept in Auditor's office five 
years, and then placed in a 
permanent storage place. 


Same as—1 


May be destroyed after the 
accounts are elapsed or be- 
come inactive. These records 
should be kept in Auditor's 
office one year, then placed 
in storage for two more years. 
Permanent records 


Permanent 


B. Subscribers to Capital Stock 

C. Equipment Ledger 

D. Accounts Payable Ledger 
1. Trade 
2. Contractors 

E. Notes payable register 

F. Capital Stock Records 

4-—Vouchers 

A. Charges to Debtors (Restau- 
rant checks and all Depart- 
mental vouchers) 


records 


Same as 3A 

Same as 3A 

Same as 3A 

Restaurant checks may be de- 
stroyed after outside audit 
and audit by various gov- 
ernmental tax agencies. If 
audits are not made within 
a reasonable time, permis- 
sion in writing to destroy 
these checks should be ob- 
tained from proper author- 


ities. 
B. Allowance Vouchers Same as 4A 
C. Purchase Vouchers Permanent records may be 


destroyed after six years, be- 
ing retained in Auditor’s Of- 
fice two years, then placed in 
storage. 


D. Petty Cash Vouchers 


5—Departmental Sales Records 
A. Room Count 
B. Restaurant Cashier’s Sheets 
C. Telephone Traffic Sheets 
D. All other departmental sales 
Journals 
6—Reports 
A. Comptroller's Daily Reports 
B. Housekeeper’s Reports 
C. Report of Night Clerk 


May be destroyed after six 
years. 

Should be kept in Auditor's 
Office until audit is made, 
then placed in storage. 


Permanent records. 
Permanent records. 

One year. 

Should be preserved as part 
of Comptroller's report if 
the latter does not contain 
the same information; other- 
wise, one year. 
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D. Reports of General Cashier 
E. Daily Food Cost Reports 


Permanent records 

May be destroyed after one 
year. 

Permanent records 
Permanent records 


F. Monthly Food Cost Reports 
G. Monthly Audit Reports 
7---Front Office Records 


A. Register or Registration May be destroyed after three 


cards years. 

B. Room Rack Slips Destroy as soon as guest 

leaves. 

C. Information Rack Slips Same as 7B. 

D. Departure Books Same as 7B. 

E. Mail Forwarding Cards Destroy after three months. 

F. Receipts for safety envel- Destroy after one year. 
opes 

G. Receipts for Valuable Pack- Destroy after one year. 
ages 

H. Record of Mail Returned to Destroy after three months. 
P.O. 


I. Rooming Slips 
J. Record of Bell Service 
K. Credit Cards 


One year. 

Three months. 

Guests should be requested 

to renew annually and cards 

not renewed for two years 

may be destroyed. 

8—Payroll Records 
A. Applications Destroy after employee 

leaves. 

Permanent records. 

Destroy after one year or 

after regular audit. 

Destroy after six years. 

Six years. 


B. Employment Contracts 
C. Time Cards & Time Books 


D. Payroll Sheets 
E. Receipts if not on contract 
cards 
F. Extra Wage Vouchers After one year or regular 
audit. 
9—DMiscellaneous 
A. Cancelled Bank Checks 


Destroy after 6 years. 


B: Cancelled Notes Payable Destroy after 6 years. 
i. Requisitions Destroy after 6 years. 
D. Machine Tapes Destroy after 6 years. 
E. Cashier's Check Lists Destroy after 6 years. 
F. Cashier’s Remittance Envel- Destroy after 6 years. 


opes 
9— (Miscellaneous) 
G. Payroll Checks 
H. City Ledger Transfer Sheets 
I. Extra Employees’ Time Cards 


Destroy after 6 years. 
Destroy after 3 years. 
Destroy after 6 months after 
audit. 

If such a schedule is set up, my recommendation is to have 
your legal department and tax specialist double check it for 
you. Each state’s laws differ and require different handling 
of records. 

If space is a factor in your institution, you had better con- 
sult those companies that photograph your records. This is a 
space saver and very permanent. 


Co-Ops Discontinuing Patronage Refunds 

Action of the Consumers Cooperative Association, Kan- 
sas City, in discontinuing payment of patronge refunds to 
non-coop patrons, effective September 1 was interpreted by 
the New York Times as indicative of a trend among coop- 
eratives to pay taxes on profits rather than operate under re- 
strictions required to earn exemptions. These restrictions 
make it necessary for the cooperative to deal principally 
with farmers, Wallace Campbell of the Cooperative League 
of the U. S. A., said recently. This is contrary to the broad 
aims of the cooperative movement. Cooperatives are veer- 
ing away from patronage refunds in order to serve better 
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both rural and urban consumers, Mr. Campbell pointed 
out. 

Among the twenty-two regional cooperative associations 
several groups have discontinued payment ‘of patronage re- 
funds, beginning several years ago in Minneapolis. Aside 
from broadening the scope of operations, this action elimi- 
nates a great amount of bookkeeping necessary in obtaining 
tax exemption, Mr. Campbell stated. 

In announcing the decision the Kansas City Co-op, 
which last year grossed more than $26,000,000, said: 
“Prompting the action is the fact that the sale of lubricating 
oil and commodities to others than cooperatives resulted in 
substantial patronage refunds being paid to a number of 
companies, some of which are openly hostile to coopera- 
tives.”’ 


Cost Accounting for Government 

Writing in the July issue of “The Accounting Review,” 
R. M. Mikesell, of the School of Business of Indiana Uni- 
versity, calls for more cost accounting for government. Says 
Mr. Mikesell: 

“Costs of government may be controlled without reducing 
efficiency but this will require greater application of cost ac- 
counting principles. Excellent progress has been made in ap- 
plying cost accounting to some government functions but so- 
called overall costs of government are still managed largely 
by subjective methods. It has been argued that such costs are 
not susceptible to control by cost accounting methods, but 
this is refuted in a measure by the two-fold fact that business 
and industry are already measuring such costs on a unit 
basis, and that some governmental organizations have re- 
ported progress in that direction. 

“Cost accounting for the general expenses of government 
may be expanded by recognizing it as a major project for fu- 
ture research and development and by concentrating upon its 
achievement as an instrumentality for getting better govern- 
ment at a lower price. Members of the accounting profession 
are in a favorable position to promote this aim, through 
their professional practice and in discharging their duties as 
citizens of the community.” 


Federal Non-War Employment Still Rising 

Some interested citizens in New York recently checked to 
see what the Federal government was going to reduce ex- 
penditures in their state. They learned, reports Tax Founda- 
tion, that wartime Federal agencies in New York have 
dropped 140,700 workers from their payrolls since 1944. 
But then they found that non-war Federal agencies now 
have 52,000 more people on their payroll than they had in 
1944. There are now a total of 192,600 Federal employees 
in New York State. That is almost equal to the combined 
population of Albany and Troy, two of the state's larger 
cities. The trend in New York is also true for the nation. 
Employment in all Federal non-war activities is now 318,- 
000 above the war-time peak of 1945. 


“Voluntary” Unemployed Lose Benefits 
Payment of jobless compensation is now limited in Penn- 
sylvania to the involuntary unemployed with the signing 
into law by Governor James H. Duff of legislation abolish- 
ing jobless benefits to strikers. 
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Scissors missing ? 
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A quick count and everybody will know 
the answer. 

Such “quick counts” are hardly pos- 
sible in business. But a simplicity that 
speeds any accounting task is now 
possible with the Comptometer Peg- 
Board Plan. 

This money-saving plan requires one 
writing — on any item —and only one. 
Simple and direct, it makes original 
entries yield final results. 


N.W. AYER & SON 


Find out for yourself how extremely 


flexible the Comptometer Peg-Board 
Plan is: how, almost instantly, it gives 
any combined statement for such 
operations as accounts payable, inven- 
tory control, payroll, labor distribution, 
and many other accounting tasks. 
Many of the nation’s largest busi- 
nesses are profitably using the Compt- 
ometer Peg-Board method. Discover 
for yourself—as they have—how it 
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sidesteps elaborate bookkeeping, waste- 
ful copying, endless filing. 

Your nearest Comptometer repre- 
sentative will give you full details; no 
obligation, of course. 


ComPTOMETER 


REG. U.S. PAT. OFF. 


ADDING-CALCULATING MACHINES 


Made only by Felt & Tarrant Manufacturing Co., 
Chicago, and sold exclusively by its Comptometer 
Division, 1734 N. Paulina St., Chicago 22, Illinots. 
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Revised Proxy Rules Effective February 15 


Revised proxy rules of the SEC, which have remained op- 
tional since they were announced in mid-December, go into 
effect on February 15. In announcing the rules, the SEC said 
the principal revision reduces the amount of information re- 
quired as to remuneration required of officers. Under the 
new rules, companies sending proxies to stockholders need 
only report their three highest paid officers. 


estimates. The sum is over twice the cost of original equip- 
ment, it adds. 

Textile mills are said to have fallen behind in replacing 
worn and out-moded machinery because of small or no 
profits during the 1930’s, inability to obtain machinery dur- 
ing the war years, and the heavy strain on existing machin- 
ery during those same years, the report said. 

The average life of textile machinery is figured at about 


The Commission said the purpose of the 
revision is to “re-organize and clarify’’ the 
rules and to amend the regulation in cer- 
tain other respects “in the public interest 
and for the protection of investors.” 


Higher Costs and Expenses More Than 
Offset Sales Rise 

Reflecting higher costs and expenses 
which more than offset higher sales, the 
nation’s manufacturing corporations re- 
ported a drop of $200 millions in net in- 
come in the second quarter of 1947, as 
compared with the previous three months. 
The Securities and Exchange Commission 
and the Federal Trade Commission jointly 
announced that, during the second quarter, 
net income after taxes reported amounted 
to $2,500,000,000 in the second quarter, 
against $2,700,000,000 for the first. 

The second quarter brought sales to 
$36.9 billions, 4.2 per cent. over the first 
quarter's $35.4 billions, but costs and ex- 
penses were up 5.8 per cent., the SEC and 
FTC found. The figures are based on re- 
ports from about 5,500 manufacturing 
firms with total consolidated assets of 
about $52 billions. 








Novel and Valuable 
Pamphlet on Corporate 
Federal Tax Return 


Copies of a “simulated Federal 
Income Tax Return (Including Sup- 
plementary Depreciation Schedules)”’ 
of a hypothetical ‘Elgas Company 
(on Behalf of Itself and its Affili- 
ated Companies),”” are now avail- 
able at American Gas Association 
headquarters. 

This return, prepared for the Tax 
Accounting Committees of the A.G.A. 
and the Edison Electric Institute, con- 
sists of 100 pages, including intro- 
duction and narrative description, as 
well as a complete set of schedules, 
and illustrates most of the methods 
and procedures necessary in compil- 
ing a utility federal income tax re- 
turn. The illustrations have been pre- 
pared in a manner so that they will 
prove useful, as well, to corporations 
not in the public utility field. 

The pamphlet is available at $1.00 
per copy. Checks should be made 
payable to the American Gas Associ- 
ation. Purchasers within greater New 
York City limits, please add New 
York City sales tax when remitting 
with order. Address all requests to 
Walter E. Caine, secretary, Account- 
ing Section, American Gas Associa- 
tion, 420 Lexington Avenue, New 
York 17, New York. 








27 years, but it is not uncommon to find 
equipment of 1900 vintage in mills, the 
survey continued. 

Machinery expenditures by the cotton 
textile industry in 1947 are expected to ex- 
ceed $150 million. Estimated expenditures 
for the next five years run as high as $200 
million annually. 

The industry survey states about half of 
the $1 billion due to be spent during the 
next five years will be covered by reserve 
funds which have been set aside to replace 
worn-out equipment. 


Most Pension Plans Provide Full 
or Partial Vesting 

Of more than 9,000 pension plans ap- 
proved by the Bureau of Internal Revenue, 
up to August, 1946, 73 per cent. provided 
partial vesting of employers’ contributions 
which have accrued to employees leaving 
the organization prior to the regular retire- 
ment date. Another 16 per cent. of the plans 
had provision for full and immediate vest- 
ing, while only 11 per cent. provided no 
vesting. 


“Breathless Anticipation” Dept. 
A recent gathering of research engi- 
neers, mathematicians and scientists, wit- 





17 Per Cent. Annual Profits Seen Needed 


An annual net profit of 17 per cent. must be realized by 
American business as a whole during the decade between 1950 
and 1960 if production goals and over-all national income for 
the period envisaged in the recent report of the Twentieth 
Century Fund, entitled “America’s Needs and Resources” are 
to be realized, Elliott I. Petersen, vice president for manufac- 
turing, Bigelow-Sanford Carpet Company, declared recently. 
He placed required net profit during the period for manufac- 
turing alone at 10 per cent. 


Only Half of Textile Replacement Costs Covered by Reserves 
Half of all equipment of the American cotton textile in- 
dustry is over-age and needs replacement, according to a sur- 
vey by Textile Information Service sponsored by the indus- 
try. This replacement would cost over $1 billion, the survey 


nessing a demonstration of “mathematical brains’—high 
speed electronic or electrical relay computing machines— 
heard one observer note that while the applications of these 
automatic machines to the insurance business were probably 
without limit, many applications were already apparent. He 
Said: 

“The machine could take in the data in regard to a polic) 
being surrendered, look up the cash value in proper table, 
interpolate for the premium paid to date, multiply by the 
amount of the insurance, deduct any loans, compute the in- 
terest on each loan and subtract that, credit the value of an) 
dividend accruals and any premums paid in advance and 
type out the check to the policyholder in payment of the net 
value of the policy.” 

In addition, he said, the machines could make accounting 


entries automatically. —Paut HAASE 
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Eastern Controllers’ Conference Announces Themes for 


Technical Sessions at Atlantic City 


Program themes for the forthcoming 
1948 Eastern Spring Conference of the 
Institute, it is announced by the Confer- 
ence Program Committee, will be: 


“How Much Inflation?” 
“Financing Capital Requirements” 
“Taxation in 1948” 


The Conference will be sponsored in 
Atlantic City, at the Hotel Claridge on 
April 4-6, by the Philadelphia Control of 
The Institute. Detailed information about 
the program and other phases of Confer- 
ence activities will be released to members 
of The Institute by means of special 
bulletins within the weeks ahead. The de- 
tails of the program are now being 
planned by the Program Committee on 
the basis of recommendations received 
from members of The Institute in re- 
sponse to a recent questionnaire survey of 
members in the Eastern conference area. 

The local controls included in the 
Eastern conference area are: Baltimore, 
Boston, Bridgeport, Buffalo, District of 
Columbia, Hartford, New York City, 
Pittsburgh, Rochester, Springfield and 
Syracuse in addition to Philadelphia. 

Some 1500 members, approximately 
one-half of The Institute’s total member- 
ship, are represented in the Eastern Con- 
ference area and it is anticipated that at- 
tendance will mark a ‘new high” for 
Eastern Spring Conferences. 

The program envisioned for the Con- 
ference includes registration, together 
with a reception for members, at the 
Hotel Claridge on Sunday afternoon; 
technical sessions on Monday morning 
and afternoon, as well as Tuesday morn- 
ing; Conference luncheons on Monday 
and Tuesday; in addition to the tradi- 
tional Conference banquet on Monday 
evening. 

Many members have already indicated 
their intention to arrive in Atlantic City 
for the week-end in advance of the 
official opening of the Conference on 
Monday morning. 

It is expected that the regular monthly 
meeting of the National Board of Direc- 
tors will be held on Sunday afternoon, 
beginning with luncheon. In addition 
to officers and directors of The Institute, 
members of the Advisory Council and 
presidents of local Controls, are being 
invited to attend the meeting of the 
Board of Directors in Atlantic City. The 
Committees in charge of the various 
phases of planning for the Eastern Spring 
Conference include the following: 


Program Committee: C hairman, Donald 
P. Jones, Sun Oil Company; V. L. Elliott, 
Atlantic Refining Co.; Edward W. Jones, 


W. C. Hamilton & Sons; John A. Law- 
ler, Bell Telephone Co. of Pa.; John 
McFarland, Sun Oil Company; Mauritz 
G. Myrelius, General Refractories Co.; 
Arthur S. Pouchot, Lee Rubber & Tire 
Corp.; Keith Powlison, Armstrong Cork 
Co.; Herbert D. Rathbun, John ‘A. Roeb- 
ling’s Sons Co.; William B. Yoder, 
Philco Corp. 

Arrangements Committee: Chairman, 
Holden V. Arnaiz, Hutchison, Rivinus & 
Co.; Raymond F. Bradshaw, South Ches- 
ter Tube Co.; Franklin R. Ehmann, 
Hellwig Dyeing Corp.; Percy A. Row- 
land, Kewanee Oil Company. 

Finance Committee: Chairman, J. W. 
St. Clair, Hajoca Corp.; Phillip J. Geib, 
National Refractories Co., Inc.; F. A. 
Greenwood, Interstate Hosiery Mills, Inc. ; 
Charles L. Jones, Alan Wood Steel Com- 

any. 

Publicity Committee: Chairman, Harty 
Renner, Jr., Phila. Transportation Co.; 
James Andrews, Breyer Ice Cream Co.; 
Robert G. Bloom, Lukens Steel Co.; Wm. 
H. Hurtzman, First National Bank of 
Phila.; Charles V. Lynch, The Philadel- 
phia Record Co.; Donald C. Mills, Straw- 
bridge and Clothier; Gustave E. Nelson, 
Phila. Daily News; James A. Russell, 
Walker Brothers; Donald B. Stein, Read- 
ing Company; A. A. Vogel, Radio Corpo- 
ration of America. 

Reception Committee: Chairman, 
George R. Rankin, Artloom Corp.; John 
P. Boyle, John Wood Mfg. Co., Inc.; 
Wm. M. Carney, Scott Paper Co.; Chas. 
H. Dore, New York Shipbuilding Corp. 
Chas. H. Fish, McIntire, Magee & Brown 
Co.; Howard L. Gibson, Gibson Insti- 
tute; Jas. M. Heppenstall, Birdsboro 
Steel Foundry & Machine Co.; Willard 
D. Holt, Provident Mutual Life Ins. Co. ; 
John B. Lawson, Ferracute Machine Co. ; 
Edward E. Reardon, The Budd Com- 
pany; Warren E. Sawyer, Jr., Attapulgus 
Clay Co.; Dean C. Steele, E. I. duPont 
deNemours & Co.; George A. Taylor, 
Bethlehem Foundry & Machine Co. 

Presidents of all local Controls in the 
Eastern Conference area are also being 
invited to serve on the Reception Com- 
mittee. 

Speakers’ Hospitality: Chairman, 
Thomas S. Lever, Jr., Phila. Gas Works 
Co.; Russell G. Bannister, Petrol Corp.; 
Hugh J. Evans, J. L. N. Smythe Co.; F. 
M. Fisher, Lehigh Coal & Navigation 
Co.; Austin T. Gardner, Delaware Power 
& Light Co.; Mark Z. McGill, Collins 
& Aikman, Corp.; Wm. W. Walter, 
Board of Pensions, Presbyterian Church 
in U.S.A. 

Registration Committee: Chairman, 
Harry H. Pitts, Temple University; Wil- 
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liam A. Hennegan, The Pennsylvania 
Company for Banking & Trusts; F. G. 
Roberts, SKF Industries, Inc.; Elmer N. 
Sprenkel, Deerfield Packing Corp.; Sam- 
uel E. Walker, The Penn Mutual Life In- 
surance Co.; Hugh J. Ward, Pennsylvania 
Railroad Company. 

Inter-Control Attendance Committee: 
Chairman, Frank E. Michel, United Par- 
cel Service of Pa., Inc.; John T. Dever, 
Villanove College, Arlington L. Mac- 
Bride, Charles Bond Company; and Secre- 
taries of the local Controls in the East- 
ern Conference area. 


ABC Insured Payroll System 
Extended to Canada 

The ABC insured payroll system, used 
to pay more than 1,250,000 workers in 
America, became available for the first 
time to Canadian business firms recently. 
Arrangements to manufacture and insure 
ABC checks in Canada have been com- 
pleted by The Todd Sales Company, Ltd. 
Designed and manufactured by The Todd 
Company, Inc., Rochester, N. Y., the 
ABC check system provides that the em- 
ployer and the bank or merchant cashing 
ABC checks will be fully reimbursed by 
insurance for any losses resulting from 
forgery, alteration or other failure of the 
ABC system. 

Policies for Canadian employers adopt- 
ing the system will be issued without 
charge to the employer by the Canadian 
Indemnity Company of Winnipeg, accord- 
ing to G. J. Owen, Todd vice president 
and general sales manager. Policies will 
cover every office or branch plant of the 
employer where ABC payroll checks are 
issued, Owen said. The insurance will also 
cover merchants cashing the checks in 
cities where employers use the ABC sys- 
tem. 

“ABC checks are the only payroll 
method insured against loss to the first ac- 
ceptor as well as to the employer and the 
bank,’” Owen commented. “They are as 
safe as money for merchants to cash and 
safer than money to hold. They are as 
convenient as cash for the employee, since 
they are readily cashable without fear of 
loss. 

The ABC checks—devised by The 
Todd Company in 1930 in response to a 
National Crime Commission report urg- 
ing development of a safe yet convenient 
form of check payroll—will be manufac- 
tured at Todd’s Montreal plant. 

Expansion of the ABC system into 
Canada will add substantially to the total 
volume of ABC production, Todd off- 
cials predict. The number of American 
workers being paid by ABC has already 
grown to more than 1,250,000. 











Physical Capital Budgets 


The physical capital budget, as its name 
implies, is an estimate of funds required 
for the construction and acquisition of 
physical properties, the cost of which is 
to be capitalized. Its preparation is usu- 
ally on an annual basis, and requires the 
whole-hearted cooperation of all levels 
of management, beginning with the first- 
line supervisors. It is important that it 
be prepared sufficiently in advance of the 
budget year to enable top management 
and ultimately the Board of Directors to 
review and approve it before the year be- 
gins. The budget year usually coincides 
with the regularly established accounting 
year. 

It is desirable that the budget be sub- 
divided into property classifications which 
are appropriate according. to the nature 
of the business. For example, in our com- 
pany, which is engaged in the transpor- 
tation of crude petroleum by pipe lines, 
the classifications used are (1) trunk 
lines, (2) gathering lines, (3) seaboard 
terminals, (4) automotive and work 
equipment, (5) other plant and equip- 
ment. An additional classification is pro- 
vided for contingency funds which are 
usually included to cover relatively minor 
projects which cannot be foreseen at the 
time the budget is prepared, but which 
can be anticipated in the light of past ex- 
perience. 

For identification and control pur- 
poses, it is advisable to assign consecutive 
numbers to the projects included in the 
budget. This will facilitate checking the 
progress of expenditures from month to 
month throughout the budget year. 

Each project should contain a brief 
but concise description of the work to 
be done, the necessity and justification for 
the expenditure, and estimated payout 
data, if the project is of such a nature 
that a payout can be calculated. This of 
course is impracticable in the case of a 
number of routine additions and better- 
ments which are not directly associated 
with the production of revenue. 

The Budget Director is usually respon- 
sible for preparing the budget for review 
and approval of top management and the 
Board of Directors. The basic project de- 
tails and estimates, however, must neces- 
sarily be prepared by or under the 
direction of the departmental and divi- 
sion managements, The services of the 
Engineering and Accounting Departments 
are esssential in preparing the cost and 
payout estimates, especially where major 
projects involving expansion of opera- 
tions are involved. 

A careful consideration of the antici- 
pated operating program and a check of 
the efficiency records maintained for in- 


By J. W. Cason 


dividual units of operating equipment 
are essential to guard against failure to 
make provision for necessary replacements 
of obsolete, inefficient, and worn-out 
equipment. In the basic preliminary esti- 
mates of requirements it is advisable to 
encourage the inclusion of all projects 
which the first and second-line super- 
visors consider necessary to efficient and 
satisfactory operating conditions. As 
these men are in close contact with 
operations, they are in better position 
than the higher levels of management to 
anticipate many of the capital needs, es- 
pecially for replacements and relatively 
minor improvements of existing proper- 
ties. This is not intended to imply, how- 
ever, that all projects recommended by 
these supervisors will be included in the 
adopted budget. The division manage- 
ments will carefully screen and investigate 
the need for each and every project rec- 
ommended, and will be convinced of the 
merit and justification of the investment, 
before it is approved for inclusion in the 
proposed budget. 

Upon receipt of the project schedules 
recommended by the division manage- 
ments, the Budget Director will closely 
examine the economics of each project 
submitted, and when satisfied that the 
proposed investments are justified, he 
will prepare a tentative budget for the 
review and approval of top level manage- 
ment. The Budget Director is usually a 
member of this management group. A 
forecast of funds which will be available 
from operations for capital purposes, to- 
gether with the particulars of any special 
financing that may be required to provide 
the proposed budget funds will also be 
provided by the Budget Director when 
the tentative budget is submitted for re- 
view. 

The projects approved by top manage- 
ment will constitute the basis of the pro- 
posed budget, which if approved by the 
Board of Directors, becomes the effective 
original adopted budget, and the program 
of capital expenditures will be patterned 
accordingly. 

Reviews of the budget at periodic in- 
tervals during the budget year are essen- 
tial in order to provide for necessary 


additions and possible deletions resulting 
from changes in the pre-planned program. 

The approved budget serves as a blue- 
print of the capital expenditure program, 
and must be rigidly administered. It 
naturally follows that adequate control of 
current capital expenditures is necessary. 
This control is obtainable through a 
system of appropriations or A. F. E's 
(Authorities for Expenditures), which 
provides that before expenditures are 
made, each project with complete par- 
ticulars of estimated cost, etc. must be 
submitted to local and/or top manage- 
ment for specific approval, notwithstand- 
ing the fact that provision for the ex- 
penditure was made in the adopted 
budget. Usually the projects requiring 
approval of top management are limited 
to projects which exceed an established 
minimum in cost. 

Current status reports of each indi- 
vidual project included in the budget 
showing the amount of appropriations 
approved to date and the balance avail- 
able for approval are essential to neces- 
sary budgetary control. Monthly status 
reports showing the condition of the en- 
tire budget, both with respect to actual 
expenditures and total authorizations to 
date are also desirable. This report can 
be made more valuable by including total 
estimated expenditures for the year and 
the indicated under- or over-run. 

Physical capital budgets should include 
all elements of cost to be capitalized on 
the books in order to facilitate reconcili- 
ation of the budget expenditures with the 
accounting records of plant additions. 

Where budgets are based ‘on _ the 
amounts to be spent during the calender 
year, provision must be made in the fol- 
lowing year’s budget for funds which 
may be required to complete projects 
which were begun but not completed 
within the current year. This requirement 
does not apply in cases where budgets 
are based on the cost of each project, 
regardless of anticipated completion date. 

Carefuly prepared physical capital 
budgets when properly administered will 
conserve the resources of the business by 
regulating expenditures within the 
amounts properly available for investment. 








CONSERVING RESOURCES BY REGULATING EXPENDITURES 


By regulating expenditures within the amounts which are properly available 
for investment, as Mr. Cason points out, carefully prepared physical capital bud- 
gets, when properly administered, will conserve business resources. The author, 
who presented his views at a recent meeting of the Kansas City Control, spotlights 
a number of pertinent aspects in this concise presentation. 


—THE EDITOR 
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Minimum writing... 
Minimum handling... 
Minimum looking ... 
with UARCO Business Forms 












For Justance... 


Uarco Speed-O-Form may be the 
type for you. In just five seconds any 
typewriter can be turned into a 
continuous billing machine. No align- 
ing, no carbon stuffing—the typist 
has only to type. 


CONTINUOUS-STRIP FORMS 
FOR TYPEWRITTEN AND BUSINESS MACHINE RECORDS 


SINGLE SET FORMS 


Phone: ME lrose 5-0903-4-5 
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CONFIRMATION REC'D 387 
NEW ACCOUNT 0278S 
Novelties, Gifts, 
Houseware, and 





‘| MODERN PLASTIC 


4852 East Oakdale Ave. So 

Sold To J. © Johnston Co., 1 

Address 936 SO- Pacific Stree 
re 





Tacoma, Washington 









Phone: ME lrose 5-0903-4-5 
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4852 East Oakdale Ave. So. Greenvalley, Ohio 
SoldTo J. W. Johnston Co., Inc. 
Address 936 So. Pacific Street 
State Tacoma, Washington 
Sept. 12, 1947, se5073 | 178 | 30 
Quan suirreo QUAN muMBER DESCRIPTION 
24 24 147-R Blue, Hanger Type 
72 96 283-N Green, Fold Type 
30 50 647-B Red, Complete Set 
64 80 75-P Blue, Straight Rod Type 
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343-S Orange, Standing Type 
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ARCO BUSINESS F 
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ORMS waste no time at all! 


A single writing completes the form and—zip! 
copies are in the hands of all concerned. No re-copying 
—here they are—copies for the customer, the office, the 


factory, the shipper...e 


veryone! 


It works the same no matter which Uarco form you 
use. It works no matter how it’s used ... filled out with a 
pencil, typewritten, or run through a business machine. 
Always, one writing does it! 


How do you tell which 


Uarco forms will do your job 


best? Just call your Uarco Representative. He’ll make a 


complete survey of your 


Business Forms at no cost to 


you. UARCO INCORPORATED, Chicago, IIl.; Cleve- 
land, Ohio; Oakland, Calif.; Deep River, Conn. Offices 


in All Principal Cities. 


AUTOGRAPHIC REGISTERS 
AND REGISTER FORMS 


IN CORPORATEDO 
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Positions Wanted 











Controller—Manufacturing Executive 


Extensive industrial management _ back. 
ground in widely diversified manufacturing 
with large national concerns having multiple. 


plant operations. Eleven years’ controllership 
with secretary-treasurer functions; fifteen years 


as assistant to president, cost engineer, and 

QO T ace executive accountant, and, in the public field 
Ul as consultant and control systems specialist. 

Now engaged. Available on reasonably short 


call for fitting executive post with a well- 
established progressive midwestern or south- 


ern manufacturer. Minimum initial base sal- 
W ary $8,400. Résumé available. Member Con- 
trollers Institute of America. Address: Box 


774, “The Controller,” One East Forty-Sec- 
ond Street, New York 17, New York. 


Treasurer—Assistant Controller 


- & 2 I have to offer—nine years of private and 


eight years of public accounting experience in- 
cluding five years as Senior. 

I have worked on—systems and procedures, 
costs, budgets, taxes, inventory control, internal 





























and external audits. 
I have worked with—a variety of classes of 
& businesses, such as: petroleum, textiles, depart- 
—= Lees So € ment stores, construction, steel and miscellan- 
eous. 


I am—thirty five years of age, married, one 
child, Christian, Degree of Bachelor of Business 
Administration and awaiting results of final 
C.P.A. examinations. 

I want—an opportunity to prove my worth 
; ; to you—salary to start secondary. Available 
OBSOLETE calculating EQUIPMENT drops your chin where two weeks after interview. 

Address-—Box 756, “Controller,” 1 East 42 
Street, New York 17, N. Y. 





it doesn’t belong. To snap it back to normal REPLACE with 


Treasurer-Controller-Assistant Controller 
FRIDEN, the Fully Automatic Calculator. You'll find it a real Present treasurer of a business journal pub- 
lishing company wants to live on West Coast, 
; : : preferably in San Francisco Bay area. Experi- 
pleasure— getting accurate answers as if by magic... when the ence includes that of board member, assistant 
to president, corporation secretary, assistant 
treasurer (1936-40), chief accountant, credit 
manager, statistical editor, advertising sales 
representative, and directory manager. Train- 


Calculator, not the operator, does the work. Simply call your local 





Friden Representative and arrange for a demonstration on your ing in banking, accounting, systematizing, costs, 
taxes. Has a good general knowledge of re- 
own problems...any type of figure work. This is your invitation frigeration and home appliance industry. Duke 
University graduate, Presbyterian, married, 34, 


phage ; : : two children. Present salary $8,000, plus. Bank 
to join the ever-growing ranks of countless satisfied Friden Users. reference: George M. Ellis, Vice Sandon. 
United Savings Bank, Detroit. Address: Box 
769, “The Controller,’ One East Forty-Second 
Friden Mechanical and Instructional Service is available in approximately 250 Street, New York 17, New York. 


Corspany Controlled Sales Agencies throughout the United States and Canada. 





A Twentieth Century Fund report esti- 
mates that veterans will form, with their 
families, a third to a half of the whole 
working population and the most active 
part of it for years to come. 





A National Registration 
Headquarters for the 
Highest Grade Accounting 
Personnel in America 

Mr. EMPLOYER: Are We 
Now Serving You? GORDEN N. SELBY, Executive Director 


FRIDEN CALCULATING MACHINE CO.,INC. ACCOUNTANTS EXCHANGE 


HOME OFFICE AND PLANT « SAN LEANDRO, CALIF., U.S. A.» SALES AND SERVICE THROUGHOUT THE WORLD 105 West Madison CHICAGO 2, ILL. 








XUM 





The Controller, February, 1948 


National Mechanized Accounting 
revolutionized bank accounting procedure 


SEE WHAT IT CAN DO FOR YOU! @ In a single 7-second operation, a com- 
plete record of your savings deposit or withdrawal is printed by the National 
Window Posting Machine in your passbook, on the ledger card, and in the 
bank’s journal. A miracle of speed and accuracy! 

And a miracle you’ll find repeated in thousands of other businesses of 
every size and type. Where National mechanized accounting systems are 
speeding figure work and cutting accounting costs up to 30%! Ask your local 
National representative to check your present set-up, and show you your 
possible savings. No cost or obligation. And remember: Every National 
installation is tailor-made to the client’s own particular requirements. 





THE NATIONAL CASH REGISTER COMPANY © DAYTON 9, OHIO 
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RPORATE 
: REORGANIZATIONS 


ederal Tax Status 





—Their F 








By ROBERT S. HOLZMAN, Tax Administrator, 
Schenley Distillers Corporation 


F your company is—or may become—involved in 

reorganization proceedings, this new book offers 
important insurance against loss or error. The first 
full-length study of the problem in more than a decade, 
it provides a needed, comprehensive analysis and clari- 
fication of the complex reorganization section of the 
law, in theory and in operation. Hundreds of cases are 
cited; alternative planning is considered in the light of 
today’s opportunities: specific arrangements and their 
tax aspects are discussed in detail. 

For use in any company, of any size and for the spe- 
cialist and non-specialist alike, here is guidance and 
precise information on what the taxpayer must do before and after reorganiza- 
tion—what the courts will and will not sanction. — year 





CONTENTS: Introduction, Definiticns and Divisions of Reorganization, History of the 
Reorgan ‘zation Concept. Special Categories. Comp'‘ete Liquidation of Subsidiaries. Other 
Distributions in Liquidation. Recapitalization. Involuntary Reorganizatiors. Basis. Form vs. 
Substance. Formatities in Reorganization. Recent Developments. Bibliography. Cases Cited. 

402 pp. $7.50 


CORPORATE RESOLUTIONS 


(Revised Edition) 
By ISABEL DRUMMOND, of the Philadelphia Bar. 


OR business and professional men managing and operating corporations— 

a working manual abreast of new developments in the law touching upon 
the subject of corporate resolutions. It presents more than 1,000 expertly 
framed and thoroughly tested forms, representative of every phase of the sub- 
ject, and meeting nearly every requirement of corporate functioning. Includes 
concise analysis of Federal and state law governing the use of these forms. 


CONTENTS: PART I. History and Ana‘ysis of the Law Gorerning Corporate Resolutions and 
Related Forms. PART II. Resolution Precedents: Stockholders’ Resolutions. Directors’ 
Resolutions Pertaining to Internal Transactions. Directors’ Resolutions Affecting Third 
Parties. PART III. Noti-es: Notices to Stockholders, Bondholders and Noteholders. Notices 
to Direstors, Executive Committee Agents, ete. PART IV. Minutes, Affidavits, Consents, 
Certifications and Proxies: Minutes. Affidavits and Certificates. Consent of Stockholders to 
Action of Directors. Consent of Directors to Action of Stockho!ders. Proxies. 

738 pp. $10.00 


ANNUAL REPORTS TO STOCKHOLDERS 


—Their Preparation and Interpretation 
By N. LOYALL McLAREN, C.P.A., Partner, McLaren, Goode & Co. 


ERE is an invaluable guide to accepted standards for the writing of an- 

nual stockholders’ reports—a challenge to improved procedures. Read- 

ers of reports will find the book equally helpful in the understanding of the 

implication of facts and figures. Components of annual reports are thoroughly 

discussed to illustrate their use as a medium for conveying the siory of com- 

petitive capitalism. Selected examples and case studies show noteworthy re- 

porting techniques and forms. This important new book fills a gap in business 
literature—deserves a place in the working library of every controller. 

364 pp. $5.00 


Check the Books You Wish to See—Order From: 









New York 10 





15 East 26th Street 
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Controller—Executive Accountant 


Executive accountant presently employed 
offers: eleven years of heavy industrial and 
diversified experience in executive capacity, 
functioning as part of top management 
group, and five years of public accounting 
experience as supervising senior. Practical 
experience includes executive committee 
functions, financial planning, salary admin- 
istration and organization planning; devel- 
opment of manufacturing expansion, and 
cost reduction programs; developing, ana- 
lyzing and interpreting costs, budgets, in- 
ventory and cost control, all phases of gen- 
eral accounting, internal auditing, systems, 
procedures, taxes, financial and cost re- 
ports. Certified Public Accountant. Age 44. 
Salary $15,000. Address: Box 763, ‘The Con- 
troller,” One East Forty-Second Street, New 
York 17, New York. 


Alert Executive Accounting Mind 


A wealth of experience in accounting ac- 
quired through 10 years of public accounting 
practice together with 4 years of industrial 
practice. Fully versed in management account- 
ing and financial planning. Specializing in in- 
telligent, concise reports for management, 
budgets and sound cost controls. Full of prac- 
tical ideas which can be put to use in any com- 
pany, small, medium or large. Illinois, Iowa, 
Nebraska, Indiana, and Wisconsin contacts. 
Certified Public Accountant in several states. 
Minimum salary $9,000. Address: Box 772, 
“The Controller,’ One East Forty-Second 
Street, New York 17, New York. 





Position Open 











Chief Cost Accountant 

Large manufacturing company requires chief 
cost accountant to install standard costs in 
plants located in the South. Age under 38. 
Graduate of recognized accounting school and 
5 to 10 years industrial cost accounting re- 
quirements. Salary commensurate with ability 
of applicant. Send complete résumé of experi- 
ence and earnings. Applications will be held 
in strict confidence. Address: Box 771, “The 
Controller,’ One East Forty-Second Street, 
New York 17, New York. 


* * * 


There is real danger today that in our 
discussion of political issues we will place 
so much emphasis on achieving economic 
security for everyone that we may achieve 
it at the expense of freedom—both po- 
litical and economic—for the individual. 
We have a tendency to confuse economic 
security with freedom. The most secure 
individual in our society today is a 
prisoner serving a life sentence. 

—SENATOR JOSEPH H. BALL 





APPRAISALS 


Made by qualified experts in all lines 
STANDARD APPRAISAL COMPANY 


BOSTON 6 CHURCH ST. ATLANTA 
on mua 2 
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HAVE YOU SAVED MONEY 
ON YOUR CRIME INSURANCE? 


Liberty Mutual writes a complete line of Fidelity, 
Forgery and other crime insurance. This is good news 
for businessmen interested in reducing insurance 
costs at a time when other costs have been rising. 
Here’s how the Liberty Mutual plan works: 

We eliminate waste in selling and handling insur- 
ance by dealing direct with policyholders, then work 
with them to help reduce losses. The savings have 
been returned as dividends, materially reducing in- 
surance costs. Total dividend payments have 
amounted to more than $172,000,000 since Liberty 
Mutual was organized in 1912. 

Because we are the largest writer of Workmen’s 
Compensation Insurance we know the insurance 
problems of businessmen and are staffed to provide 


fast service and prompt settlement of losses. 


For an estimate of your savings and a survey of 
your insurance needs, call your local Liberty Mutual 


office today. 









MUTUAL 


LIBERTY ai 


INSU 
HOME OFFICE: BOSTON 


RANCE COM 
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x We work to keep you safe x 








Midwestern Controllers’ Conference Slated for 
St. Paul, May 16-17, at Hotel Lowry 


Under the sponsorship of the Twin 
Cities Control, the 1948 Midwestern 
Spring Conference of the Controllers In- 
stitute will be held in St. Paul, Minne- 
sota, at the Hotel Lowry, on May 16-17. 

Plans are already well-advanced for the 
program and other phases of this annual 
Spring gathering, following meetings, in 
January, of committee chairmen with Paul 
Haase, representing national headquarters 
of The Institute. Controllers affiliated 
with the following 16 midwestern Con- 
trols will be in attendance: 

Buffalo, Chicago, Cincinnati, Cleveland, 








Complements 


Wess you come right 
down to it, there is only one 
difference between an un- 
biased survey of your insur- 
ance affairs and an audit of 
your accounts. Both are pre- 
cautionary measures and 
both are concerned with 
your financial position. 
However, the audit estab- 
lishes your financial position 
as is, whereas an insurance 
survey determines what it 
may be if your assets or earn- 
ing capacity are destroyed or 
injured by casualties. One 


complements the other. 


JOHN R. BLADES 


Insurance Adviser 
50 Church St., New York 7, N. Y. 


Established 1926 





NO INSURANCE SOLD 

















Garrett 

Dayton, Detroit, Indianapolis, Kansas 
City, Louisville, Milwaukee, Pittsburgh, 
Quad-Cities, St. Louis, Toledo, Twin 
Cities, and Western Michigan. 

More than 1,200 of The Institute’s 
3,000 members are in the Midwestern 
Conference area. Advance indications 
point to an outstanding series of sessions. 

The Conference’s General Chairman 
will be Charles W. Perrine, treasurer and 
controller of Minnesota Amusement Com- 
pany, Minneapolis. Committee chairmen 
for the Midwestern Conference include: 


Program: E. G. Kellett, Northern States 
Power Company, Minneapolis. 

Finance: P. H. Wernicke, Minneapolis— 
Honeywell Regulator Company, Minne- 
apolis. 

Arrangements: L. D. Dawes, Munsing- 
wear, Inc., Minneapolis. 

Publicity: R. A. Kortman, Northwest 
Publications, Inc., St. Paul. 

Speakers’ Hospitality: J. V. Page, Ray- 
mond Laboratories, Inc., St. Paul. 

Registration and Reception: J. A. Tauer, 
Great Northern Railway Company, St. 
Paul. 

Inter-Control Attendance: A. E. Ahlberg, 
North Western-Hanna Fuel Company, 
St. Paul. 

Housing: R. A. Sexton, Minneapolis 


CHARLES W. PERRINE 


General Chairman of Midwestern 
Controllers Conference 

















Brewing Co., Minneapolis. 
@ 
BaD 
Depreciation and Depletion Studies 
Valuations and Appraisals 
Organization and Business Reports 
Securities Registration Investigations 


Design and Construction 
Industrial Engineering 


Ford, Bacon & Davis 


Engineers 


39 BROADWAY, NEW YORK 6, N. Y. 
CHICAGO ° 





LOS ANGELES 


il 


PHILADELPHIA e 
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ES, he is a card to the Bureau of Vital 

Statistics of the City and State in which he 
was born. On that card, like the one illustrated, 
have been punched little oblong holes. This 
card, punched and processed by IBM Machines, 
gives the facts about John Edward Caswell, 
Junior, just as similar cards give the facts about 
every other citizen born in that progressive 
city and state. 


IBM Electric Punched Card Accounting Ma- 
chines and Methods are the accepted means of 




















providing statistical or business facts of any 
kind. All phases of accounting are performed 
by IBM equipment quickly, accurately, and 
economically. IBM Cards can be designed to 
meet any accounting need in your office. They 
can give you basic accounting data as well as 
the statistical facts that insure sound mana- 
gerial decisions. 

If you want these current, accurate facts about 


your own business, a representative from the 
IBM office nearest you offers this service. 


TIME RECORDERS AND ELECTRIC TIME SYSTEMS 


ELECTRIC PUNCHED CARD ACCOUNTING MACHINES 
PROOF MACHINES...SERVICE BUREAUS... ELECTRIC TYPEWRITERS... 


International Business Machines Corporation, World Headquarters Building, 590 Madison Avenue, New York 22, N. Y. 











Help Wanted—Female 
counters, age 21-26, cashier 
necessary; excellent working 
5 days; salary open. Apply 
FEDERAL RESERVE BANK 
St. NY 









33 








OSRISULATION RECORDS 
PTY FOR ADVANCEMENT 


TOPPS CHEWING GUM 


237 37TH STREET, BROOKLYN 
(BMT-36th St Express Station) 


CLERKS 





store office 
a 
OAM 


25. Sales dept. 
telephone work. 
BREYER ICE CREAM CO. 


control, experfenced preferred, 5 


LANE-BRYANT 
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Not a chance...! 


and quickly, by classifications or 
combinations of classifications. 
Keysort is used by thousands of 
firms, for simplest distributions or 
for complex analyses... to arrive 
at effective results with less work 


Kala would surely be a mighty 
handy girl to have around an office! 
However, she went to India to take 
up religious work, a few thousand 
years back. You'll just have to get 
along with the two-handed kind... 


"Tuer are ways, though, of 


helping two-handed girls work more 


efficiently. McBee has had twenty 


years’ experience in methods of 


expediting and transmitting data 
and information . . . making one 
motion count for many, reducing 
routine copy, compilation, paper 
work, at a saving of effort, payroll 
time, and elapsed time. 

One McBee specialty is Keysort, 
keyed cards which contain as much 
or little variety of data as is wanted, 
for a single or several purposes and 


departments ...can be sorted, easily 















ij Se 


in less time. 

A McBee man can show you 
where and how McBee methods 
may help with your problems. Call 
any office, or write New York direct. 





KEYSORT is easy to learn, easy to use, requires 


no specialized job training . . . increases the 
individual work output without increase of 


individual effort. 


THE McBEE COMPANY 


SOLE MANUFACTURERS OF KEYSORT 
295 Madison Avenue, New York 17, N.Y... Offices in principal cities 





POSITIONS WANTED 











Controller 


A member of The Controllers Institute of 
America, who is presently employed, desires 
to make a change. He has had twenty-five 
years of excellent training and experience in 
public and private business as top man. His ex. 
perience includes standard costs, systems and 
methods, production planning and control. He 
is 44 years old, married, and has three de- 
pendents; is available immediately at a mod- 
erate salary. Address Box Number 767, “The 
Controller,’ One East Forty-Second Street, 
New York 17, New York. 


Controller or Assistant Controller 


Executive accountant with fifteen years’ ex- 
perience in all phases of accounting, including 
costs, wants opportunity to apply imagination 
and analytical ability in firm with progressive 
management standards and sound future. Con- 
genial personality. Able to supervise employees 
and cooperate with factory foremen and execu- 
tives. Eager to assume responsibility and pro- 
duce a thorough, comprehensive job. Age 38, 
excellent health, college degree, salary open. 
Address: Box 768, “The Controller,’ One East 
Forty-Second Street, New York 17, New York. 


Accountant Executive 


Fifteen years’ extensive industrial experi- 
ence as chief accountant and controller. Capa- 
ble of assuming full responsibility for office 
management, credits, collections, expense tfe- 
duction by simplification of office and ac- 
counting procedures, installation of inventory 
and cost controls, (actual and standard cost) 


incentive systems, budgets, financial reports, 
tax returns, etc. Available immediately. Ad- 
dress: Box 773, ‘“The-Controller,’” One East 


Forty-Second Street, New York 17, New York. 





POSITION OPEN 











Controller 
For Canadian building materials company. 

Position requires a man between thirty-five and 
forty to work with President on analysis of, 
and planning from, facts—good administrative 
potential plus creative drive. He must be a 
Canadian and a chartered accountant. Complete 
résumés with experience, earnings, and a small 
photo, will be reviewed in strictest confidence. 
Address: Box 775, “The Controller,’ One 
East Forty-Second Street, New York 17, New 
York. 

* * * 


According to a Twentieth Century 
Fund report, our population more than 
trebled from 1870 to 1930. During the 
depression years of the thirties, however, 
population growth dropped to about one- 
helf of what it was in the preceding dec- 


ade. 





H. Geddes Stanway 


Former Director, Salary and Wage Systems, 
R. Squibb and Subsidiary Co’s., 
CONSULTANT . peed on 
JOB EVALUATION, SALARY OR WAGE 
TRAINING PROGRAMS, NEGOTIATIONS 


60 East 42nd St., N.Y.C. Va-6-4972 
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Speeds Engineering Change Orders! 


Flow chart tells how Mimeograph 
brand duplicator and supplies 
helped speed up Engineering 
Change Orders for leading wash- 
ing machine manufacturer. 


New postwar models . . . big consumer 
demand .. . a 70-year reputation for top- 
notch engineering to maintain. 

No wonder Easy Washing Machine 
Corp.. Syracuse, New York, wanted even 
greater speed and accuracy in getting 
out its Engineering Change Orders. 

And Easy got what it wanted when 
executives picked the Mimeograph brand 


) iden! 


i 





coupon today. 


The Mimeograph brand duplicator 


is made by 


A. B. Dick Company, Chicago 


MIMEOGRAPH is the trade-mark of 4. B. Dick Company, 
Chicago, registered in the U. S. Patent Office. 


FREE! Complete case study 
ooL of the Easy Washing Machine 

Change Order problem—includ- 
) ing the flow chart reproduced 
| above—plus samples of finished 
| order and the Mimeograph brand 
die-impressed stencil that did the 
| work. It's free! Clip and mail the 
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duplicator and Mimeograph brand die- 
impressed stencils to help solve this prob- 
lem. Savings, too, in “real money” 
amounts. 

Increased accuracy—all orders are 
typed directly on a Mimeograph brand 
stencil. which has been previously die- 
impressed with standard form. Engi- 
neer and chief draftsman sign the 
stencil as approval. Only one proof- 
reading required, for all copies are 
identical. 

Increased efficiency—every depart- 
ment gets its own “original” copy of 
the Change Order with blueprint of 
change. Department heads sign the 
backing of the Mimeograph brand 





NAME 


ADDRESS 


COMPANY 


CITY 
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die-impressed stencil as permanent 
file record of receipt of change. 

Clear-cut, black-and-white copy— 
high readability stands up even under 
adverse handling in shops. 

Low-cost duplication—savings in 
time and labor in preparing Change 
Orders are more than enough to make 
the Mimeograph brand duplicator pay 
for itself in remarkably short order. 

This case history is not unusual—it is 
typical of the way Mimeograph duplica- 
tion and our trained duplicating experts 
work with you to save money, speed up 
paper work. Call the nearest distributor, 
or write us direct. for help on your spe- 
cific problems. 


COPYRIGHT 1947, A. B. DICK COMPANY 


eee ewr eee eee eee eee eeeeseeeeeeeeeeseeseeseeeeeee 


A. B. DiCK COMPANY, Dept. Q-248 

720 West Jackson Boulevard 

Chicago 64, Illinois 

Send me a copy of your case study of the Easy Washing 
Machine Engineering Change Order problem. 


STATE__ 
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| Reviews of Recent Publications 





“A Valuable Contribution” 


CREDIT AND COLLECTION MAN- 
AGEMENT. By William J. Schultz, 
Ph.D. Published by Prentice-Hall, Inc., 
New York. 


“Credit and Collection Management”’ 
is a very valuable handbook on all the 
various ramifications which the subject in- 
volves. There are eight hundred odd 
pages of material with ample illustrations 
and tables supporting the text so that the 
book should be most acceptable from a 
students angle. Review questions are at 
the end of each chapter and added to 
that, important and very comprehensive 
readings are provided for by reference to 
source information that the student inter- 
est in credit management can follow up. 
Much of the supplementary financial ref- 
erence is to “Credit and Financial Man- 
agement,” which is the authoritative 
monthly magazine of the National Asso- 
ciation of Credit Men. 

To describe a book of this size ade- 
quately requires mention of at least the 
main subjects covered which are listed in 
the order of paragraph headings as they 
appear in the book: 


I. Introduction. 

II. Mercantile Credit Terms. 

III. Mercantile Credit Instruments. 

IV. Mercantile Agency Reports and Ratings— 
Dun & Bradstreet. 

V. Mercantile Agency Reports and Ratings— 
Special Line Agencies. 

VI. and VII. Ledger Information. 

VIII. Other Sources of Mercantile Credit In- 
formation. The Credit Man Himself, 
Salesman, The Customer, and Special Serv- 
ice Agencies. 

IX. Use of Financial Statements. 

X. Comparative Financial Statement Analysis. 
This also has several pages on the subject 
of ratios used in measuring balance sheet 
figures. 

XI. Financial Statement Trend Analysis. 

XII, XIII, and XIV. These three chapters 
cover the subject of mercantile credit 
judgement including special credit ar- 
rangements with sub-standard credit risks 
and the setting up of proper credit limits. 

XV, XVI, XVII, XVIII, XTX, XX, and XXI. 
These chapters cover the subject of col- 
lection procedure, including legal rights 
and obligations, and all the various tools 
which are available for the collection of 
customers’ accounts. A chapter is devoted 
to legal complications involving insolvent 
customers. 

XXII, XXIII, and XXIV. These chapters em- 
brace credit office management and various 
personnel problems, records and files, lay- 
out of the office, use of forms and credit 
information. 

XXV, XXVI, and XXVII. These deal with 
special credit and collection problems, in- 
cluding installment sales, export credit 
management, and the practices of banks 
and finance companies. 

XXVIII, XXIX, XXX, XXXI, and XXXII. 
These chapters deal with consumer credit, 
especially with the installment sales, dealer 
financing, and personal loans. 


The publication shows a very great 
depth of understanding on the part of the 
author as to up-to-the-minute business 
practices and the book, therefore, may be 
used with satisfactory results for discus- 
sions between credit managers as has been 
done in one case very successfully. The 
various problems are stated clearly and 
authoritatively so that whether the reader 
is a beginner in the field of credit work 
or an experienced veteran, he will find 
reference to the various subjects a source 
of valuable information which he can rely 
on in his daily work. 

This is not so much a book to sit down 
and read, except in the case of students, 
as it is a valuable reference compendium 
of knowledge that should be on every 
credit manager's desk. It covers all credit 
subjects that come up from day to day in 
the average credit department and it 
would help to take the guess work out of 
managerial procedures, especially in those 
matters that have fallen into disuse dur- 
ing the war years when we did not have 
so much occasion to handle insolvencies 
and other credit worries. 

This book seems to fill a long vacant 
niche in the credit man’s library and the 
author should be congratulated on having 
gotten all the salient points as well as the 
detailed features of credit and collection 
management boiled down within the con- 
fines of a reasonably-sized book. Profes- 
sor Schultz’s book is unquestionably a 
valuable contribution to the business man’s 
library and should be invaluable to the 
student. It is to be hoped that educational 
institutions will use this book and train 
students to plan business careers thor- 
oughly in the fundamentals laid down in 
the various chapters so that men of this 
type will be available in sufficient supply 
for the requirements of modern business. 
—Reviewed by J. B. FENNER, Treasurer, 
Electric Auto-Lite Company, Toledo, Ohio 


A Practical Guide 


DOING IMPORT AND EXPORT 
BUSINESS. Published by the Chamber 
of Commerce of the United States, 
Washington, D. C. Price $1.00. 

This 140-page ‘booklet should be of 
considerable use to businessmen and 
others seeking information on accepted 
methods and practices in buying or sell- 
ing abroad. Issued by the Chamber of 
Commerce of the United States, it pro- 
vides those without experience in for- 
eign trading a concise and systematic 
discussion of the principles, practices, 
techniques, and problems of importing 
and exporting. 

The publication is intended as a prac- 
tical introductory guide for use pri- 


marily by manufacturers, wholesalers, 
and retailers, without previous experi- 
ence in importing, who wish to import 
foreign supplies, and by manufacturing 
companies or other producers who con- 
template starting export business. It 
will serve likewise the interests of stu- 
dents of the practical aspects of foreign 
trading and will be of value for review 
by many persons employed in special 
positions in import or export businesses, 

Arranged in two sections—Part |, 
importing; and part II, exporting—it 
discusses the various channels through 
which import and export business is 
conducted, both at home and abroad, 
the many factors and kinds of informa- 
tion needed to be taken into considera- 
tion in organizing import or export 
programs, the principal elements in- 
volved in the preparation and shipment 
of merchandise to or from foreign 
countries, documentation of shipments, 
financing foreign trade, customs proce- 
dure in importing, credit and collec- 
tions in exporting, and other subjects. 

To assist the reader in locating more 
detailed information on topics discussed 
and in broadening his knowledge on 
specific points, available recent publica- 
tions on many aspects of foreign trad- 
ing, standard reference works, and or- 
ganizations prepared to serve the in- 
terests of importers and exporters are 
listed at the end of each chapter. 

Bulk lots of 25 or more to the same 
address may be obtained at a discount 
of 20 per cent., from the National 
Chamber’s Foreign Commerce Depatt- 
ment. 


INVESTIGATIONS FOR’ FINANC- 
ING. By David Himmelblau, C. P. A. 
Published by the Ronald Press Com- 
pany, 15 East 26th Street, New York. 
$6.00 (with binder $7.00). 
Comprising one volume of the com- 

plete accounting course, edited by Pro- 
fessor Himmelblau of Northwestern Uni- 
versity, and published by Ronald Press, 
this third edition of the text is aimed at 
the attention of those interested in the 
auditing procedures applicable where se- 
curities are to be sold to the public or to 
private investors. 


AN INTRODUCTION TO MODERN 
ECONOMICS. By Valdemar Carlson. 
Published by The Blakiston Company, 
Philadelphia. $3.50. 

Intended as a non-conventional ap- 
proach to “the dismal science’ of eco- 
nomics, this text emphasizes the theory 
and operation of the economy as a whole. 
The author, who is professor of economics 
at Antioch College, endeavors to “build 
up a modern basis for dealing with prob- 
lems of public policy, presented as part 
of a larger political and social framework 
—democracy.”’ 

—Reviewed by PAUL HAASE 
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Edited by JULES I. BOGEN 


Professor of Finance, New York University 
Editor, The Journal of Commerce, New York 





With Board of 68 Contributing and Consulting Editors 


Charles Cortez Abbott, 
Asso. Professor of 
Business Economics, 
Harvard University 

Saul B. Ackerman, Pro- 
fessor of Insurance, 
New York University 

E. Sherman Adams, 
Asst. Vice President, 
Central Hanover “— 
& Trust Co., N. 

Craig S. Bartlett, vice 
Pres., Central Han- 


over Ba & Trust 

Co., New York 
= >, ogg 
New 


Ed. 

York Herald Faces 

Philip A. Benson, Late 
Pres., Dime Saving 
Bank of Brooklyn 

Dallas Blair-Smith, 
Asst. Treas., Trans- 
continental and West- 
ern Air, Inc. 

Chelcie C. Bosland, 
Chairman, Dept. of 
Economics, Brown 
University 

Harry A. Bullis, Pres., 
General Mills, Inc 

A. F. Chapin, Professor 
of Finance, New York 
University 

Morton R. Cross, Pres., 
Cross and Brown Co 
. W. Cumberland, 
Partner, Ladenburg. 
Thalmann and Co 

W. Barton Cummings, 
Vice Pres., Chemical 
Bank and Trust Co., 
New York 

Lloyd E. Dewey, Pro- 
fessor of Finance, New 
York University 

Arthur Stone Dewing, 
Author, ‘‘The Finan- 
cial ane of Cor- 
porations 

Elvin F. Donaldson, 
Professor of Business 
Organization. The 
Ohio State University 

Herbert E. Dougall, Pro- 
fessor of Finance, 
Stanford University 

Samuel M. Fox, Treas.. 
General Realty and 
Utilities Corp 

John Gerdes, Attorney 
at Law, Gerdes and 
Montgomery 

Meyer M. Goldstein, 
President, Pension 
Planning Co 

David E. Golieb, Treas . 
International Hand- 
kerchief Mfg Co 

William J. Grange, At- 
torney at Law 

Bernard B. Greidinger, 
C.P A. Beame and 
Greidinger 

Stanton Griffis, Partner, 
Hemphill, Noyes & Co. 

John M. Hancock, Part- 
ner, Lehman Bros 


Sipa Heller, Professor 
of Finance, New York 
University 

John Hinckle, Invest- 
ment Analysis Sec- 
tion, Chemical Bank 
and Trust Co. ¥. 

H. E. Hoagland, Pro- 
fessor of Business 
Finance, The Ohio 
State University 

Paul L. Howell, Asst. 
Professor of Finance, 
Northwestern Univer- 
sity 

Homer Hoyt, Real 
Estate Economist, 
Homer Hoyt Asso- 


ciates 

August Ihlefeld, Pres., 
Savings Banks Trust 
Co., New York 

Watrous H. Irons, Vice 
Pres., Federal Reserve 
Bank of Dallas 

Philip W. Kniskern, 
Pres., First Mortgage 
Corp., Philadelphia 

Arnold R. La_ Force, 
Investment Analyst, 
Metropolitan Life In- 
surance Co. 

Joseph M. Landow, 
Joseph M. Landow 
and Co. 

Theodore Lang, Profes- 
sor of Accounting, 
New York University; 
Editor, ‘‘Cost Account- 
ants’ Handbook" 

L. H. Langston, Sec. 
Treas., — and 
Poor's Corp 

Aubrey G. Lansten, Vice 
Pres., First Boston 
Corp 

Oscar N. Lindahl, Vice 
Pres Finance, Car- 
negie-Illinois Steel 
Cor 


Pp 

Grant R. Lohnes, 
Treas., National Cash 
Register Co. 

Heinz Luedicke, Com- 

odity Ed., The 

Journal of Commerce, 
New York 

John T. Madden, Dean, 
School of Commerce, 
Accounts and Finance, 
New York University 

Roswell Magill, Of 
Cravath, Swaine and 
Moore; Professor of 
Law. Columbia Uni- 
versity 

Douglas E. Mathewson, 
Professor of Law of 
Commerce and _ Fi- 
nance, New York Uni- 
versity 

N  Loyall McLaren, 
C P A, McLaren, 
Goode and Company 

George V. McLaughlin, 
Pres., Brooklyn Trust 
Co 


Elmer Miller, Insurance 
Ed., The Journal of 
Commerce, New York 

Logan Monroe, Control- 
ler, Eaton Mfg. Co. 

Marcus Nadler, Profes- 
sor of Finance, New 
York University 

Roland L. Perron, The 
Equity Corp. 

Henry C. Perry, Treas., 
Heywood-Wakefield 
Cc 


‘0. 

Shelly Pierce, Fin. Ed., 
The Journal of Com- 
merce, New York 

G D. Plunkett, Bank 
ues Adviser, 

W Pressptich & 
So. 
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Just Out!— completely revised hind Edition 


@ FINANCIAL HANDBOOK 


A practical, up-to-date reference on every aspect of 
finance and financial operations 





OR CONTROLLERS, auditors, bankers and all who 

handle financial work—here is the indexed, working 
reference to the whole field of finance. No matter what 
your questions on any phase of financial operations—set- 
ting up or reorganizing a business, working with financial 
institutions and government agencies, handling details in 
connection with corporate financing, stock and bond trans- 
actions, market and commodity trading, and a host of 
equally important problems—you can look to the Hand- 
book for help you need to handle them quickly, surely, 
successfully and with the backing of highest authority. 


The information it contains is thoroughly up-to-date, 
has been drawn from hundreds of first-hand sources, is 
illustrated with live examples from the best current finan- 
cial practice. The Handbook now places in your hands an 
unparalleled concentration of seasoned judgment and col- 
lective experience—an entire financial library in one 
handy volume. 


27 SECTIONS—INCLUSIVE COVERAGE 


Security Selling—Purchase—Sale—Laws Affecting. Securities 
Markets—Exchanges—Operation. Interest Rates—Money Mar- 
kets.. United States Government Obligations—Characteristics— 
Prices and Yields. Financial Reports and Analysis—Purposes 
—Standard Forms. Security Analysis—Rails—Utilities—Indus- 
trials—State and Municipal. Savings Institutions. 

Forms of Business Organization—Advantages of Each— 
Structure. Corporate Stock—Classes and Definitions. Bond 
Financing and Borrowing—Principles—Types—Transactions. 
Money, Credit and Banking—Systems—Trends. Banking Pro- 
cedure. Trusts and Agencies—Management—Functions. Inter- 
national Banking—Foreign Trade. Financial Planning—Budg- 
eting—Forecasting—Organizing. Working Capital—Require- 
ments—Sources. Fixed Capital—Depreciation—Depletion. 

Dividends and Surplus—Policies—Restrictions. Intercorpo- 
rate Relations—Expansion—Combination—Consolidation. Re- 
capitalizations and Readjustments—Various Types. Reorgani- 
zations and Bankruptcy—Chapter X. Pension and Profit-Shar- 
ing Plans—How Financed—Provisions. Negotiable Instru- 


ments—Legal Regulation—Forms and Uses. Commodity Trad- 
ing—Exchanges—Trading Methods. Mathematics of Finance. 
Government Financing Agencies. 


15-page index. Flexible binding. 1289 pages......... $7.50 


5-DAY EXAMINATION PRIVILEGE 


THE RONALD PRESS COMPANY 
15 East 26th Street, New York 10 


SEND ME a copy of the Financial Handbook (3rd ed.), edited 
by Jules I. Bogen. Within 5 days after receiving it, I will 
remit the price, $7.50, plus postage, or return the book. (We 
pay postage if check accompanies order.) 
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Budget Planning in Europe 


The author of this article, Mr. S. Wiliquet, is 
controller general of the Union Chimique Belge 
S.A. of Brussels, Belgium, and author of the re- 
cently published “Controle Budgétaire,” which 
carries a preface by Graham W. rarker, indus- 
trial consultant, of New York.—THE EDITORS 

With technological advances holding 
the center of the industrial scene, the 
corporation head today sometimes neg- 
lects the full use of existing resources in 
his haste to install the latest methods of 
production and processing. There is no 
business, however, large or small, that 
with patience and planning cannot im- 
prove its operations by greater exploita- 
tion of its existing assets. This ideal is 
made effective, from the controller’s 
point of view, by use of the budgeting 
technique in its broadest sense. 

In realizing this as a logic particularly 
appropriate to operations in Europe, the 
Union Chimique Belge, one of Belgium’s 
largest industrial enterprises, has steadily 
built up and perfected the use of fore- 
casts, budgets and planning as the very 
basis of its executive management. 

While there is nothing new or dif- 
ferent in this, there is, I believe, prac- 
tical interest in the fact that the budget 
principle has been applied successfully 
and in detail to every phase of the activ- 
ities of a large and complex business. 

Too often, in the past, a budget plan 
has been regarded only as a reference 
record of sales and overhead expenses. 
This type of partial budgeting creates a 
distorted picture of conditions and does 
not fully realize what can be accom- 
plished by proper budget planning. 

We therefore set as our goal the budg- 
eting of every activity of the company. 
These subsidiary budgets are then com- 
piled into a master plan which is so 
set-up that it is easy to compare actual 
results with those estimated. To accom- 
plish this latter aim, it is obvious that 
both sets of figures (real and estimated) 
must be established in the same way. 

With a little consideration, the value 
inherent in such a system is obvious. 
Everyone from the Board of Directors to 
the department superintendents in each 
works knows before the year starts just 
what he is expected to produce and con- 
sume each month. More than this, each 
person is aware that these goals have 
been set, not arbitrarily; but on the basis 
of the total predictable capacity of the 
organization. 

The Union Chimique operates 13 
plants which manufacture chemicals, fer- 
tilizers, refractory products, pharmaceuti- 
cals, and such. It also operates maritime 
and inland shipping facilities, a research 
organization, and a division which engi- 
neers and constructs factories and coke 
ovens in many parts of the world. 


All these operations are directed from 
the executive offices in Brussels where the 
organization is broken down in the fol- 
Icwing units: 

Management Committee 
General Secretariat 
Accounting and Finance 
General Works Management 
General Sales Management 
f) Purchasing 

Research 

Central planning 


Each of these divisions and each of the 
thirteen plants has its own accounting 
section, all of these sections being cen- 
tralized in the head office in Brussels. 

The principal budgets, or forecasts, as 
they should more descriptively be called, 
are: 


Sales quotas 

Overhead Expense Budget 
Production Costs 
Investments 

Purchases 


As a result of these forecasts, further 
estimates are made for the monthly Treas- 
ury requirements, Raw Material and Fin- 
ished inventories, accounts receivable, ac- 
counts payable, and finally, for expected 
monthly Profit and Loss. 

The simplest way of visualizing the ex- 
tent of supervision and control made pos- 
sible by such a plan is'to follow through 
the system as it operates in one specific 
division. Because the idea of a budget 
plan applied to Sales is perhaps of broad- 
est interest, we have chosen this as our 
example. 

The general budget established by the 
Sales Department is composed of the fol- 
lowing separate budgets: 


Sales Volume 


Since the major part of ali the year’s 
budgetary activity depends on this one 


BUDGET PLANNING FOR THE PERIOD OF 


item it is necessary to establish the esti- 
mate early. Monthly goals and yearly to. 
tals are set up in terms of tonnage, unit 
prices, total values, and the like... . by 
product, for all products without excep- 
tion. 


Sales Expenses 

The budget of sales expenses is based 
on costs of handling, packing, shipping 
and commissions. 

In a separate budget group are included 
such items as licence fees, a share of the 
expenses of joint-selling organizations or 
combines (which are permitted in Ev- 
rope), items which modify the net sales 
results but are not, strictly speaking, op- 
erating expense. 


Containers 

As this is such an important item in 
the chemical industry, a separate budget 
chapter is made up by 1) Factory, 2) 
Product and 3) Type of packing necessary. 


General Overhead 


Monthly and total budgets are also 
made for the general sales overhead and 
include such items as: social security, 
travel expenses, accident insurance, pen- 
sion plans, group insurance, building up- 
keep, subscriptions to publications, pur- 
chases of books, and so on..... In order 
to divide these expenses into their proper 
spheres in terms of the assessment to be 
made on each product an estimate is made 
of the amount of time spent by each de- 
partment per product. This estimate then 
permits a prorated charge to be made. 

Since general administrative expenses 
are also a part of the sales price of a com- 
modity, these are also apportioned prior 
to the establishment of the forecast con- 
trolling the selling prices. 

In the same manner budgets are built 
up for each of the other functions of the 
company. The overhead budgets for the 
Manufacturing department, by the way, 
are tied in with the use of machine hour 
rates (idle rates and running rates) for 
allocating overhead, respectively to the 


FORECAST OF MONTHLY NET PROFIT BY PRODUCT 


Forecast net 
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Remington Rand bookkeeping machines 


reduce payroll 
administrative costs 


for your organization 


58,000,000 workers in American industry today 
necessitate streamlined and mechanized payroll 
accounting for efficient administration. Whatever 
the size of your company, deductions for social 
security, withholding taxes, pension plans or insur- 
ance premiums mean that your payroll procedure 
must be accurate, fast, informational and controlled. 


Remington Rand bookkeeping machines pro- 
vide the special features to solve your payroll 
problems. Every form you require—payroll regis- 
ter, statement, pay check or envelope, individual 
earnings record, etc., is prepared at one operation. 


Individual, adjustable registers accumulate each 
deduction separately. Cross computing registers 
compute and print the net pay automatically. Com- 
pletely electrified alphabet, numeral and operating 
keys speed each operation. Checks are numbered, 
dated and “protected” automatically! 


Let your Remington Rand specialist show you 
how this machine works on your payrolls. Write 
to Remington Rand Inc., Adding-Bookkeeping- 
Calculating Machines Division, Department CR-2 
315 Fourth Avenue, New York 10, New York 


Reminglon Rend 


MACHINES FOR MANAGEMENT 
















Whatever your size... 


200 employees or 20,000 . . . complete electrification 
and balances computed and printed automatically are just two of the many 
Remington Rand features fo help you eliminate waste effort in 





your payroll administration—give you extra facts and figures 








for departmental and management control. 
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cost of goods produced and to the cost of 
idleness, the latter being a subsidiary of 
the Profit and Loss Account. Direct labor 
and cost of materials are forecast in just 
the same way as overhead items. 

Once the forecasts and budgets have 
been prepared and approved, it is the job 
of the accounting department to compile 
the monthly correlations between real and 
estimated figures in each of .these areas. 
Summary budget comparison reports for 
the senior management are backed up by 
secondary reports which analyse in the 
greatest detail the performance in each 
area of activity. They are of course the 
chief function of the whole system, serv- 
ing to spotlight areas needing greater at- 
tention and supervision. They also make 
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it possible for management to follow a 
preventative type of program rather than 
being forced to take action as best as pos- 
sible after the event. 

The illustration accompanying this arti- 
cle shows one of the more important 
summaries that are presented to the man- 
agement, called ‘The forecast of monthly 
net profit by product,” with which actual 
performance is then compared each month. 

To many of us in Europe, the experi- 
ence of the Union Chimique Belge in this 
instance has proven that this complete 
budget control plan is the next logical step 
forward in rational production manage- 
ment and that it can operate advantage- 
ously even under the most difficult eco- 
nomic and political conditions. 


Line Supervision Considered “Strongest Link” 
in Intra-Company Communication Chain 


Many executives consider line super- 
vision to be the strongest link in the com- 
munication chain, according to a survey 
of communication within the management 
group, by the National Industrial Confer- 
ence Board. While not minimizing the 
value of employee newspapers, maga- 
zines, handbooks, mass meetings, and 
other media, executives in many of the 
168 companies included in the survey be- 
lieve that the foreman should be able to 
represent the company to his men, to an- 
swer questions, and to explain policies; 
and, at the same time, to interpret to his 
superiors the thinking of the man in the 
ranks. 

Attitudes on the subject of keeping line 
employees informed vary widely, the study 
points out. One point of view emphasizes 
“an active approach” to the task. In this 
vein, it is “the role of the superior to 
provide his subordinates not only with 
essential information but also with a back- 
ground that will help them function in- 
telligently.”” This is done by taking time 
to explain things in detail to the super- 
visor, by passing on helpful written mat- 
ter, by checking to see that understanding 
has been achieved. 

While most management people ex- 
pect the lower echelons to keep them in- 
formed, some of the cooperators in the 
survey express the belief that it is just as 
necessary to work constantly to get infor- 
mation flowing up as it is to get it flow- 
ing in the other direction. They say that 
“unless a superior makes special effort 
he will not hear all that he should from 
his subordinates.” 

Of the 168 companies providing infor- 
mation for the study, 125 reported that 
they hold regularly scheduled meetings 
for a major portion of their management- 
supervisory organization. Of the remain- 
ing 43, all but 16 reported fairly frequent 
meetings. The comments of many execu- 
tives and the trend toward the establish- 


ment of regular programs “indicate that 
this method is attracting the attention of 
an important segment of business firms.” 

Planned conference programs fall into 
three types: the continuous conference 
program, the limited series of training 
conferences, and dinner meetings. 

The great majority of the companies 
participating in the study, 125 out of 168, 
or 74.5 per cent., conduct a continuous 
conference program. 

Among the 168 companies cooperating 
in this study, 69 reported having a man- 
ual as an aid to supervisors in the admin- 
istration of their responsibilities. An in- 
crease in this number is indicated since 
several companies reported that they had 
manuals in preparation. 

Some of the main types of subject mat- 
ter covered in supervisors’ manuals are: 
personnel policies, supervision, labor leg- 
islation and the union agreement. The 
most complete manuals cover all these sub- 
jects, while others contain one or two. 

Sixty-five of the companies cooperat- 


ing in the survey indicate that they uti- 
lize newsletters and bulletins for their 
management-supervisory organizations. A 
dozen mote state that they are “planning 
a publication” in the near future. 

The newsletter is one more tool for 
intramanagement communication, the sur- 
vey points out, and has been used to bring 
information to members of the organiza- 
tion in a time-saving manner. While it 
contributes mostly to the downward flow 
of information, in a few instances it was 
also used as a questionnaire to survey all 
management-supervisory thinking on a 
particular problem. 

Particular company problems and the 
thinking of individual editors account for 
the differences in the subject matter cov- 
ered in various bulletins. Some carry news 
of all phases of a company’s operations. 
Others emphasize labor relations prob- 
lems. Some add to these topics a liberal 
sprinkling of educational material, while 
others include personal notes and other 
“newsy’’ items. In some companies it is 
the practice to make announcements in 
the management bulletin in advance of 
publication in the employee paper. 

Topics discussed in such management 
newsletters include: apprenticeship pro- 
gram, competitive situation, economics, 
personal notes, personnel policies and 
procedures, sales results, a supervisory 
policies. 

A number of companies find it desir- 
able to have the management-supervisory 
organization participate in the develop- 
ment of personnel policy. They feel that 
the development of policy is not only a 
task of original formulation but also one 
of continuous review, revision, and clari- 
fication. To fulfill these functions a policy 
board which includes members of various 
levels of management has been utilized. 

Other methods of communication in- 
clude: five-year program meetings; Presi- 
dent’s Cabinet, Senate, and brass tacks 
groups; home office visits; outside speak- 
ers; and, foremen’s and executives’ clubs. 


EPT Council Stresses Need for 
Evidence in Relief Claims 


Business concerns which seek excess 
profits tax relief on the ground that ad- 
verse conditions affected their earnings 
during the 1936-39 base period must sup- 
port their claims with specific evidence. 
This warning was sounded by the Excess 
Profit tax Council in another of the in- 
terpretations it has been issuing to speed 
processing of tax relief cases under Sec- 
tion 722. 

In calling for specific evidence for 
such claims, the Council set forth two 
standards: namely, that the adverse con- 
ditions must be (1) “definitely identifi- 
able” and (2) measurable. 

The event or condition which gives rise 


to the relief claim, the Council said, must 
possess the following characteristics: 

1. It is identifiable as the cause of a 
depression of base period net income, or 
as having created a greater normal earn- 
ing capacity. Thus the cause and effect 
relationship between the event and the 
decline in earning must be “clearly de- 
monstrable’—merely to point out a 
change in the earnings level following 
such an event is not sufficient. 

2. It must be measurable in its effects 
on items of gross income or expense. 
“Each assertion of effect must be accom- 
panied by a reasonable method of measur- 
ing the effect.” 
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THE NATIONAL CITY BANK 





Cash and Due from Banks... 


OF NEW YORK 


Head Office 55 WALL STREET 


New York 





Condensed Statement of Condition as of December 31, 1947 


Including Domestic and Foreign Branches But Not Including The Affiliated City Bank Farmers ‘Trust Company 





ASSETS 
Statewide Me Ry s $1,443,283,803 


United States Government Obligations (Direct 


on Wrulty Gimme)... 5 oe cn hve sé cmw nes 


2,131,035,234 








Obligations of Other Federal Agencies........ 28,214,818 
State and Municipal Securities.............. 231,062,937 
Od IS Geel 6 in Cs a a 80,775,281 
Loans, Discounts, and Bankers’ Acceptances... 1,215,660,245 
Real Estate Loans and Securities............ 2,819,263 
Customers’ Liability for Acceptances......... 22,309,381 
Stock in Federal Reserve Eank............ 7,200 990 
Ownership of International Banking Corpora- 

A atin eC els ANE alata hd adel eae aed 7,000,000 
MIOTEP TER ISER ne Pe i bs, «ene aesio ase seer 28,491,252 
Items in Transit with Branches.............. 2.977,704 
Oth ory Aiaseters 2.1 ta VO os ee 2,454,110 

Tr ae ik ch sae inal dala te aa $5,203,284,028 
LIABILITIES 
PSP IOIEGS os sn Spice aes oe nce ia ane cee ores $4,874,418,234 
(Includes United States War 
Loan Deposit $23,605,479) 
Liability on Acceptances and Bills. . $33,460,941 
Less: Own Acceptances in Port- 
NE a at oh acne 8,427,813 25,033,128 
Reserves for: 
Unearned Discount and Other Unearned 
EIICOUNCE pW Sr sie Fea tee ede ee ies 5,673,264 

Interest, Taxes, Other Accrued Expenses, etc. 23,393,788 

PRIMES CR CEN Co  srccs 5 56 “sc au-d ose ae ee 4,650,000 
OPE cc Bio iic UGS Re enero cus ve ee 
MIHEPIS oo coo sh Seed iss ves c 4 vl wR DOUROOU 
Undivided Profits. ............... 30,115,614 270,115,614 

IRI 5 Sone wy cig aso ea oT ES $5,203,284,028 





Figures of Foreign Branches are as of December 23, 1947. 


$251,123,478 of United States Government Obligations and $3,330,105 of 
other assets are deposited to secure $207,922,739 of Public and Trust Deposits 
and for other purposes required or permitted by law. 


(Member Federal Deposit Insurance Corporation) 


(dn Dollars Only— Cents Omitted ) 








DIRECTORS 


GORDON S. RENTSCHLER 
Chairman of the Board 


W. RANDOLPH BURGESS 
Vice-Chairman of the Board 


WM. GAGE BRADY, JR. 
President 


me ne 


SOSTHENES BEHN 
Chairman and President, Inter 
national Telephone and 
Telegraph Corporation 


CURTIS E. CALDER 
Chairman of the Board, Electric 
Bond and Share Company 


GUY CARY 
Shearman & Sterling & Wright 
EDWARD A. DEEDS 
Chairman of the Board, The 


National Cash Register 
Company 


CLEVELAND E. DODGE 
Vice-President, Phelps Dodge 
Corporation 


A. P. GIANNINI 
Founder-Chairman, Bank 
of America National Trust 
and Savings Association 


JOSEPH P. GRACE, JR. 
President, W. R. Grace & Co. 


JAMES R. HOBBINS 
President, Anaconda Copper 
Mining Company 


AMORY HOUGHTON 
Chairman of the Board, 
Corning Glass Works 


ROGER MILLIKEN 
President, Deering, Milliken & 
Co. Incorporated 


GERARD SWOPE 
Honorary President, General 
Electric Company 


REGINALD B. TAYLOR 
Williamsville, New York 


ROBERT WINTHROP 
Robert Winthrop & Co. 
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Mr. J. J. Russell, president of Revere Cop- 
per and Brass, Incorporated, and a member 
of the Advisory Council of the Controllers 
Institute, has been elected a Board member 
of the National Industrial Conference Board, 
for a one-year term. 


Mr. Charles G. Herren, a member of The 
Institute, has accepted a position with the 
Wm. E. Matthews Company, of Birmingham, 
Alabama. Prior to this appointment, Mr. 
Herren was vice president and treasurer of 
the Alabama Water Service Co., of Birming- 
ham. 


Mr. M. K. Layer, a member of The 
Institute, who was previously secretary and 
treasurer of Michigan Die Casting Co., of 
Detroit, Michigan, is now affiliated with 
Gordon Baking Company, of Detroit. 


Mr. C. Eugene Rowe was recently pro- 
moted to the post of treasurer of Burlington 
Mills Corporation, Greensboro, North Caro- 
lina. Mr. Rowe, a member of the Control- 
lers Institute of America, previously held 
the title of controller. A graduate of Vir- 
ginia Polytechnic Institute, he has served 
in various positions with the company since 
1935, being controller general during the 
past year, prior to his new appointment. 


Mr. Thomas A. McCosker, formerly 
treasurer and controller of William Sellers 
and Company, Inc., of Philadelphia, is now 
with the William H. Harman Corporation, 
of Wilmington, Delaware. Mr. McCosker is 
a member of the Controllers Institute. 


Mr. J. B. Fenner, treasurer of Electric 
Auto-Lite Co., and a director of the Toledo 
Control of the Controllers Institute, served 
as moderator of a panel discussion among 
representatives of management, sales and 
credit at a recent meeting of the Toledo 
Association of Credit Men. 


Mr. H. S. Neyman, holder of The Insti- 
tute’s Certificate 801, is now connected with 
Zenith Radionics, Division of Zenith Radio 
Corporation, of Chicago. Mr. Neyman had 
previously served with the Utah Radio 
Products Company, of Chicago, as treasurer- 
secretary. 


Mr. Charles T. Cubellis, a member of the 
Controllers Institute of America, formerly 
with Courtley, Ltd., of New York, where 
he held the position of controller, is now 
associated with Magnus Harmonica Corpo- 
ration, of Newark, New Jersey, as controller 
and assistant treasurer. 


Mr. Thomas P. Geddes is now with 
Great Lakes Forwarding Corp., of Buffalo, 
New York. A member of the Controllers 
Institute of America, Mr. Geddes previously 
was vice president and controller of Over- 
lakes Freight Corp., New York. 


Mr. Phillip S. Cruttenden, a member of The 
Institute, is now connected with the War As- 
sets Administration, Cleveland Regional Of- 
fice, Cleveland, Ohio, as chief of the Control 
Accounting and Reports Branch. 


Mr. Samuel J. Shaffer, assistant controller 
of Macy’s, New York, has resigned, effective 


February 1, to become controller of the May 
Company, Los Angeles. 


Mr. Edmund L. Grimes has been named a 
vice president of Commercial Credit Company, 
of Baltimore. Mr. Grimes, who will continue 
to serve the company as controller, is a member 
of the Committee on Federal Taxation, of the 
Controllers Institute, and a director of the 
Baltimore Control. 


Mr. Peter Guy Evans, member of the Excess 
Profits Tax Council, Washington, D.C., and a 
member of the Controllers Institute, recently 
addressed meetings in New York, Syracuse, 
and Bridgeport on “Current Tax Problems.” 
The New York meeting was sponsored by the 
New York City Bank Comptrollers & Auditors 
Conference, that at Syracuse by the local chap- 
ter of the National Association of Cost Ac- 
countants, and at Bridgeport by the Bridgeport 
Control of the Controllers Institute. 


Mr. Howard W. Bordner has been appointed 
to the post of Chief of the Office of Financial 
Policies and Procedures in the National Mili- 
tary Establishment. The position, it is reported, 
recognizes the management aspect of account- 
ing at the top level, being directly under Mr. 
W. J. McNeil, special assistant to Secretary 
James V. Forrestal. and is comparable to the 
position of controller in a commercial corpo- 
rate enterprise. Mr. Bordner was previously 
Deputy Director of the Corporation Audits 
Division of the General Accounting Office, in 
which he was credited by Major T. Coleman 
Andrews, the Division’s director, with having 
“made an outstanding contribution to the 
evolution of public administration and thereby 
rendered great service to his country and his 
profession.” 


Mr. P. H. Littlefield, vice president and 
treasurer of Canada Dry Ginger Ale, Inc., of 
New York, is the author of a feature article, 
“Office Overhead Must Come Down’, which 
was published in the November, 1947 edition 
of ‘Office Management and Equipment.” Mr. 
Littlefield is the holder of certificate 591 of 
the Controllers Institute of America. 


Mr. Hugo Kuechenmeister, controller of 
Ed. Schuster & Company, Inc., of Milwaukee, 
contributed the guest editorial on “New 
Social Responsibilities of the Controller” to 
a recent issue of the “Balance Sheet’ pub- 
lished by the Controllers’ Congress of the Na- 
tional Retail Dry Goods Association. A mem- 
ber of the Controllers Institute of America, 
Mr. Kuechenmeister is a past chairman of the 
Controllers’ Congress. 


The following two members of the Control- 
lers Institute of America were named to off- 
cial positions in the National Association of 
Bank Auditors and Comptrollers, at the or- 
ganization’s recent Twenty-Third Annual Con- 
vention: 


Mr. Edward F. Lyle, comptroller of City 
National Bank and Trust Company, Kansas 
City, Missouri, was named second vice-presi- 
dent. 


Mr. Arthur R. Burbett, comptroller, of 
First National Bank of Baltimore, Balitmore, 
and a past national president of the Associa- 
tion, was elected to serve on the Executive 
Committee. 


Appointment of Mr. W. A. Sullivan to 
the new position of controller of Sunshine 
Biscuits, Inc., of Long Island City, New 
York, has been announced. Mr. Sullivan 
has been connected with the company for 
twenty years. He is succeeded as manager of 
general insurance by Mr. George A. Mearns 
of Brooklyn. 


Mr. W. A. Neumann, Jr., formerly associ- 
ated with Westinghouse Electric Corpora- 
tion, has been appointed factory controller, 
assistant treasurer, and assistant secretary of 
the De Laval Steam Turbine Company, of 
Trenton, New Jersey. 


The appointment of Mr. Charles J. Kushell, 
Jr., assistant treasurer and assistant secretary, 
and a director of the De Laval Steam Tur- 
bine Company, of Trenton, New Jersey, as 
comptroller of 
The Port of New 
York Authority, 
and of David Mc- 
Kay, acting comp- 
troller of the bi- 
state agency, to 
its re-established 
post of treasurer, 
was announced re- 
cently by chair- 
man Howard S. 
Cullman of the 
organization. 

Mr. Kushell had 
previously served 
as procedure su- 
pervisor of Carne- 
gie-Illinois Steel 
Corporation, and assistant controller of the 
American Bridge Company. He was also con- 
troller of the Electric Household Utilities Cor- 
poration of Chicago. He is a member of the 
Controllers Institute of America, the National 
Association of Cost Accountants and the Ac- 
counting Council of Machinery and Allied 
Products Institute. 





MR. KUSHELL 


Mr. McKay, well known in New York and 
New Jersey financial circles, came to the Port 
Authority in 1934. He was previously a spe- 
cial representative of the Authority’s treasury 
department, assist- 
ant treasurer, as- 
sistant to the 
comptroller,  spe- 
cial assistant to the 
executive director, 
and first deputy 
comptroller. He is 
a member of the 
Controllers Insti- 
tute of America, 
and the Municipal 
Finance Officers 
Association of the 
United States and 
Canada. A gradu- 
ate of Pennsylva- 
nia State College, 
Mr. McKay had a 
teaching fellowship at Iowa State College. 
After entering the financial field as manager 
of the New York and New Jersey Joint Stock 
Land Bank of Newark, and as receiver for a 
large farm corporation, he became advisor on 
financial affairs to the Walker-Gordon Com- 
pany of Plainsboro, New Jersey. He was asso- 
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ciated for several years with the banking firm 
of Wertheim and Company. 


Mr. George A. Bricault, a member of The 
Institute, is now associated with the U. S. 
Textile Machine Company, of Scranton, 
Pennsylvania. During the war, Mr. Bricault 
was chief of the leather, metal and wooden 
products commodity division of the Finan- 
cial Analysis Section, in connection with 
the Renegotiation Section of the Quarter- 
master Corps, of the War Department. Prior 
to that he was controller of Adler Sons Shoe 
Company and Affiliates, and before that time, 
he spent nine years in public accounting with 
Scovell, Wellington & Company, of New 
York; Byrnes and Baker, of New York; and 

K. Lasser & Company, of New York. 
During the past two years, Mr. Bricault 
was an instructor in the evening session of 
the City College of New York, and taught 
cost accounting and auditing. 


Mr. Paul M. Dollard has been appointed 
president of the Daystrom Corp., at Olean and 
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Friendship, New York, it was announced re- 
cently by Mr. Thomas Roy Jones, president of 
ATF Incorporated 
and chairman of 
the Board of Di- 
rectors of the Day- 
strom Corporation. 
Prior to this ap- 
pointment, Mr. 
Dollard, who is 
Mr. Jones’ succes- 
sor, was vice pres- 
ident and treasurer 
of ATF Incorpo- 
rated. In 1944, he 
joined the staff of 
American Type 
Founders, Inc.; a 
subsidiary at Eliz- 
abeth, New  Jer- 
sey, as comptrol- 
ler. In June, 1946, with the formation of ATF 
Incorporated, he was named vice president 
and treasurer. He has also served as president 
of Daystrom Laminates, Inc., Daystrom, North 
Carolina, another affiliate of ATF Incorpo- 
rated. 

From 1932 to 1941, Mr. Dollard was an 
industrial engineer with the firm of Sander- 
son and Porter, industrial consultants, New 
York, and in 1941, became secretary and 
treasurer of the Adel Precision Products Cor- 
poration of Burbank, California. In 1943, he 
became executive vice president and secretary 
of Adel, a position which he held at the 
time he joined American Type Founders, Inc. 
Mr. Dollard is a member of the Controllers 
Institute of America and the National Asso- 
ciation of Cost Accountants. 
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MR. DOLLARD 


Mr. Walter Smith Marder Jr. has been named 
controller of Daystrom Corporation, furniture 
manufacturing concern in Olean and Friend- 
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ship, New York, and associate company of 
American Type Founders, Inc. Mr. Marder’s 
grandfather, John Marder, who invented the 
point system of type measurement, was one of 
the founders of the latter concern. 


Mr. Arthur H. Cromb, who is serving on 
three national committees of The Institute, 
namely the Education, Social Security, and 
Planning Committees, and holds Certificate 
Number 701, has formed his own firm of 
Cromb & Cagel, Inc., of Kansas City, Mis. 
souri. Mr. Cromb was formerly connected 
with Standard Steel Works, of North 
Kansas City, Missouri, in the capacity of 
assistant treasurer. 


Mr. William C. Ward, formerly controller 
of Standard Brands, Inc., and a member of 
the Controllers Institute, has resigned as con- 
troller of Airline Foods Corporation to open 
his own office as a management consultant, in 
New York. 


Mr. Fred Dun- 
ning has been 
elected executive 
vice-president of 
The Yale & Towne 
Manufacturing 
Company, New 
York, and will, 
likewise, continue 
to serve in the ca- 
pacity of secretary 
and treasurer of 
the company. Mr. 
Dunning is holder 
of certificate num- 
ber 330 of The 
Institute, by vir- 
tue of election in 
May, 1934. 

From the time Mr. Dunning joined Yale & 
Towne 25 years ago as chief accountant of the 
corporation, which then only had two plants, 
in Stamford, Connecticut, and in Canada, he 
has been closely associated with the direction 
of the financial affairs of the company. As 
treasurer, he has directed the complex financial 
affairs of Yale & Towne’s autonomous, decen- 
tralized operation of its eight domestic and 
foreign divisions. 

Mr. Dunning, who was born in England, 
came to Canada in 1912, and served his ap- 
prenticeship with a firm of chartered account- 
ants. In 1915, he entered the United States, 
and joined Barrow, Wade, Guthrie & Com- 
pany, accountants and auditors who assigned 
him first to assist in the audit of the books 
and accounts of Yale & Towne. He remained 
with this firm until 1922, except for the 18 
months he was on leave to serve with the 26th 
Division of the United States Army during 
World War I. He is a veteran of the battles of 
St. Mihiel, the Meuse and the Argonne. 

In May, 1922, Mr. Dunning joined Yale & 
Towne as chief accountant of the corporation. 
In 1927, he was appointed assistant secretary. 
Four years later he was also made assistant 
treasurer. He succeeded W. Gibson Carey, Jr., 
in 1932, as treasurer, and, in addition, on Jan- 
uary 1, 1939, he succeeded John Henry Towne 
as secretary, becoming secretary and treasurer 
of the company. In the meantime, in 1935, he 
had been elected a member of the board of 
directors. In 1942, he was appointed a trustee, 
succeeding the late J. H. Towne, for the Towne 
Service Building which has been established 
and endowed to provide medical and _ recrea- 
tional services to Yale employees in Stamford, 
by the late Henry Robinson Towne, co- 
founder with Linus Yale, Jr., of the company 
in 1868. 


Mr. George W. Meyer was recently named 
assistant comptroller of American Trust Com- 
pany, of San Francisco. 


Blank-Stoller 
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INSTITUTE ACTIVITIES 





Toledo Control Names Committee to 
Study Wage-Hour Law Changes 


Changes in wage-hour legislation, to 
be considered for recommendation by 
individual members of the Toledo Con- 
trol to federal authorities, are being 
developed by a committee of Control 
members who were recently appointed 
by President Eugene P. Heiles, of Sur- 
face Combustion Corporation. The com- 
mittee, in addition to Chairman W. 
F. Webb of Textileather Corporation, 
includes Mr. Heiles and Clarence Bow- 
ers of The Ransom & Randolph Com- 
pany. 

The committee planned to have 
recommendations ready for submission, 
by Control members, prior to the close 
of business on February 16. Hearings 
on the Fair Labor Standards Act were 
opened on December 2 by the Adminis- 
trator of the Wage-Hour Division. 

The committee’s appointment was 
announced at the December meeting of 
the Control following an address on the 
subject by Mr. Stacey R. Black, assistant 
to the vice president in charge of per- 
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sonnel, Thompson Products, Inc., of 
Cleveland. Mr. Black, in the course of 
his address, presented a series of recom- 
mendations, which had been prepared 
by the Industrial Relations Association 
of Cleveland, of which Mr. Black is 
chairman, and which included the fol- 
lowing: 


I. That, when the Act was first passed in 
1938, there were 9,000,000 unemployed peo- 
ple, and the philosoply of the Act was to 
share the work and take up some of this 
slack, thus penalizing the employer for work- 
ing an employee in excess of 40 hours per 
week. Mr. Black stated that whatever condi- 
tions existed in 1938, justifying the passage of 
the Law, no longer exist because conditions 
today are entirely reversed. He does not recom- 
mend repeal of the Act but that it be corrected 
by proper amendments. 


II. COVERAGE: 

After nine years under the Act, there is still 
confusion about who is engaged in interstate 
commerce. To correct this, Mr. Black’s Associa- 
tion recommends that the Act be amended to 
more clearly define what is meant by the word 
“Produced” in the handling and transportation 
of such goods. Also, the Act be further amend- 
ed to indicate who is an “Employee” with an 
all inclusive definition, and that any individual 
shall not be included who has the status of an 
independent contractor. 


III. DEFINITION OF “Hours WoRKED”: 
This part of the Act, by rulings, has been 
enlarged to include almost everything as hours 
worked. Mr. Black recommends that, among 
other things, time voluntarily spent by an em- 
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ployee, for educational purposes or otherwise, 
not be deemed compensable. 


IV. DEFINITION OF EMPLOYEES’ “REGULAR 
RATE”: 


This part of the Act has also grown to be a 
bugbear for the employer by rulings, including 
any regular rates, gratuities, bonuses, and extra 
compensation which results in overtime being 
paid on overtime. Mr. Black recommends that 
bonuses or other payments which are paid less 
frequently than monthly shall not be included 
in determining the employee's regular rate of 
pay. 


V. DEFINITIONS OF “EXECUTIVE”, ‘ADMIN- 
ISTRATIVE” AND “PROFESSIONAL” Occu- 
PATIONS FOR THE PURPOSE OF DETER- 
MINING EXEMPTIONS: 


Much confusion in connection with Wage. 
Hour Administration results from uncertainties 
in defining and classifying employees in these 
occupations. These are not in the Act but are 
rulings by the Administrator. It is recom. 
mended that the exemption status of these 
employees should be determined by their com- 
monly accepted meanings supported by specific 
amendments to the Act itself. 


VI. EXTENDING WorK WEEK TO 48 Hours 
THROUGH Majority EMPLOYEE AvU- 
THORIZATION: 

To curb inflation, reduce prices, increase pro- 
duction and maintain employee income, it is 
recommended that special provision be placed 
in the Act permitting the work week of 48 
hours at straight time if such extension is 
voted by the majority of such employees. 


VII. RELATING MINIMUM WAGES TO Buw- 
REAU OF LABOR STATISTICS—-CONSUMERS 
PRICE INDEX: 


It is recommended that minimum wages be 
tied into some such flexible standards. 


VIII. RECONCILIATION OF FAIR LABOR STAND- 
ARDS ACT, WALSH-HEALEY ACT AND 
OTHER ACTS RELATING TO WAGES AND 
Hours: 


It is recommended that all such Acts be 
reconciled to meet a single definition of “hours 
worked”, “regular rate’, “exemption”, and 
any other provisions which are in conflict in 
different laws. 


IX. CONGRESSIONAL COMMITTEE FOR AD- 
MINISTRATION: 
Much of the confusion arises because of 


differing interpretations by different adminis- 
trative agencies and to correct this it is recom- 
mended that Congress set up a committee to 
follow the administration of wage-hour legis- 
lation, which would insure the intent of Con- 
gress being carried out. 


Columbus, Ohio, Control Plans To Be 
Advanced at Feb. 17 Meeting 


Institute members in Columbus, Ohio, 
and neighboring cities, interested in ot- 
ganizing a local Control in that city, held 
a luncheon meeting in Columbus on No- 
vember 17, 1947, at the Deshler-Wallick 
Hotel, and an evening business meeting 
on January 6, 1948, at the Fort Hayes 
Hotel. At this latter meeting Mr. Gordon 
W. Schroedel, International Derrick and 
Equipment Company, Columbus, was ap- 
pointed chairman of the Organization 
Committee, and Mr. George L. Williams, 
Shawnee Pottery Company, Zanesville, 
was appointed secretary. 

The plan is to build up an additional 
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Condensed Statement of Condition, December 31, 1947 


RESOURCES 


Cash on Hand, in Federal Reserve Bank, and 


Due from Banks and Bankers 
U. S. Government Obligations . 
Loans and Bills Purchased 
Public Securities . . . . . 
Stock of the Federal Reserve Bank 
Other Securities and Oblig:tions . 
Credits Granted on Acceptances . 
Accrued Interest and Accounts 

Receivable . pietien “at a aes 
Real Estate Bonds and Mortgages 


- « $ 611,948,578.40 





Bank Premises 
Other Real Estate 


oat 
Total Resources 


ee 1,255,329,289.28 

ee on oe 851,404,578.55 
82,169,795.98 
9,000,000.00 
10,330,173.56 
11,235,785.55 
10,813,338.67 
1,308,353.92 

124,857,447.68 

se 4,872,577.78 

ee oa 131,085.40 





- $2,848,543,557.09 








LIABILITIES 


Capital .. . .$ 
Surplus Fund 


Undivided Profits 


100,000,000.00 
200,000,000.00 
60,666,665.58 





Total Capital Funds 
Deposits .« « « «© «© © s 
Treasurer’s Checks Outstanding . 


. $2.415,337,561.97 


- $ 360,666,665.58 


36,321,724.72 





Total Deposits . 
Acceptances me ausi ae 
Less: Own Acceptances Held 

for Investment . ... - 


es : 


- 2 « « « 2,451,659,286.69 
19,292,953.31 


7,376,899.73 





$ 
Dividend Payable January 2, 1948 


Items in Transit with Foreign 
Branches <« « + «© « « 
Accounts Payable, Reserve for 


11,916,053.58 
3,000,000.00 


2,164,365.93 
19,137,185.31 





Expenses, Taxes, etc. . «© « 


Total Liabilities 


36,217,604.82 
- $2,848,543,557.09 











Securities carried at $96,332,135.48 in the above Statement are pledged to qualify for 
fiduciary powers, to secure public moneys as required by law, and for other purposes. 
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number of members in Columbus before 
a petition for a charter is forwarded to 
the Board of Directors of The Institute. 
There is reason to believe that their ef. 
forts will succeed and that some time in 
the spring a Columbus Control will be 
formed. 

The next meeting of the members will 
be a dinner meeting on February 17. 


Depreciation Reserve Subject of 
Chicago’s Technical Meeting 


For its first special technical meeting of 
the year, the Chicago Control scheduled 
an address on ‘Present Day Market Prices 
of Equipment and the Effect Upon the 
Depreciation Reserve.” The speaker was 
Mr. C. J. Schwingle, vice-president of the 
American Appraisal Company, Mil- 
waukee. The meeting, which was held 
in the Mid-day Club, on January 21, 
1947, was developed by the Control's 
Technical Committee, under the chair- 
manship of Mr. Arthur S. Goodman, 
comptroller of American Forge Division, 
American Brake Shoe Company, Chicago. 


F. H. Tucker Succeeds L. G. Williams 
As Dallas Control President 


Mr. Felix H. Tucker, auditor of Conro 
Manufacturing Co., Dallas, has succeeded 
Mr. Lawrence G. Williams, assistant 
treasurer and assistant secretary of Trinity 
Portland Cement Company, Dallas, as 
president of the Dallas Control of The 
Institute. Mr. Tucker previously held the 
post of first vice-president of the Control. 
Mr. Williams has been transferred to the 
Chicago office of his company. 


Record Retention Policy Studied 
By Detroit Control 


A questionnaire study of the policies 
of firms represented in the Detroit Con- 
trol, in connection with the retention of 
prior years’ records, was conducted dur- 
ing the fall months by the Detroit Con- 
trol and later served as the basis for a 
round-table discussion of the subject, at 
a meeting of the Control. It is hoped that 
the results of the survey can be released 
shortly through THE CONTROLLER. 


* * * 


Behind every bush there lurks a would- 
be politician hoping and praying for na- 
tional calamity which will enable him to 
spring forth with his own particular nos- 
trums as a savior of the people. 

—CLaubIuSs T. MURCHISON 


* * * 


Beginning with the tariff levied on dis- 
tilled spirits in 1790, says a Twentieth 
Century Fund report, liquor taxation 1n 
the United States has been imposed both 
for revenue and for control of consump- 
tion. 
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of outstanding corporate reports and a showing P*"!0° re a , 1 = 7 WA room of of E 
« MERE 4E” . nheuser-Busch, Inc. E.. J. - Armstrong, ee 
aa rm os cor ge on » il dln Mien SPRINGFIELD a4 international criminologist, was featured as Riche 
a er, Oe See We eee Topic: BUSINESS CONDITIONS the “guest of honor.” Bros. 
Michigan Control was held at the Penin- : ‘ if eur: : subm 
sular Clubs Mit: Walter EF. Wantechalier. of Mr. Nicholas E. Peterson, vice president su 
Globe Knittin Works Bend Rapids saad of the First National Bank of Boston, dis- ROCHESTER INDI 
Program Pitre ak the Contest led ‘he cussed “General Business Conditions, Here Topic: BUSINESS IN 1948 T 
group in a round table discussion of subjects and Abroad” in a presentation made 4 ~ On December 30, the Rochester Control Dr 
suggested by the members Springfield Control, on January 13, at the featured as its speaker for the evening, one i 
suggested by the members. 2 l g Port 
Sheraton Hotel. of its members, Mr. Edmond S. LaRose, sett 
TWIN CITIES SEATTLE who is controller and director of Bausch = 
Topic: INDUSTRIAL ENGINEERING Topic: STATE INSURANCE & Zooks Ope” So. Eee ht. Le cai 
The regular monthly meeting of the Twin “The New State Insurance Code and Bal- 1948>” The meeting was held at the Shen: 
Cities Control was held on January 6, at ancing Your Insurance Program to Today's ton Hotel. ? HAR 
the St. Paul Athletic Club. Following dinner, Conditions” was the topic of a talk by Mr. 
the members were addressec y essrs. W. D. Gulliford, vice resident of the 1 
b idressed by M liford, vice president of the PORTLAND Py 
Theo. Ryan and C. A. Koepke, management General Insurance Co. of America, and the ce of th 
consultants of Minneapolis, on “Industrial First National Insurance Co. of America, at Topic: COMPANY CONNECTIONS edito 
Engineering—Its Use and Application.” the regular monthly meeting of the Seattle Four members of the Portland Control the 
Control on December 18. The group con- 8ave a short talk about the nature of the entitl 
TOLEDO vened at the Washington Athletic Club. a wri — —— occasion of bers 
Topic: COMPENSATION AND UN- the ontrols regular monthly meeting on at th 
=A : J December 19. They were: Mr. Rolf O. V 
EMPLOYMENT INSURANCE SAN FRANCISCO e “wees . V. 
: a : : Topic: DEPARTMENT MANAGEMENT Bodding, of the Dairy Cooperative Associ- DET 
The January 8 meeting and dinner of the . ; ation: Mr. Paul Boutch f M & M Wood. 
Toledo Control took place at the Hillcrest “Department Management” was the topic st phan ey Mr. Clyde = Rg 7 * 
Hotel. Mr. Herbert D. Bangert, associate oe sng ess ee Electric Steel Foundry: and She. Belz © M 
actuary, connected with Emile E. Watson, ing of the San Francisco Control, with Mr. Juraska, of Montgomery Ward & Company. be 
The meeting took place at the Old Heath- ey 
: man Hotel. to. | 
—— TEE et ee | { 
| ~ nao | PITTSBURGH aa 
| | Topic: ORGANIZATION KEYS . 
Dr. J. Elliott Janney, consulting psycholo- DAY 
| gist, who is the Cleveland partner in the 
firm of Rohrer, Hibler and Replogle, gave a At 
talk entitled ‘Is the Key to Your Organiza- the : 
CG ry) tion in Your Key People?,” to the members to a 
MARSH & McLENNAN of the Pittsburgh Control, on the occasion of Son 
INCORPORATED their January 19 regular monthly meeting, at Astri 
the Duquesne Club. Mat 
Sprit 
Insurance Brokers PHILADELPHIA . ee 
Topic: TAXES : 
AND AVERAGE ADJUSTERS Mr. William R. Spofford, esquire, a mem- 
ber of the firm of Ballard, Spahr, Andrews A 
& Ingersoll, gave a talk on ‘“‘The New Look the 
in Taxes,’ to the members of the Phila- Janu 
delphia Control, at their regular monthly Two 
meeting on January 8. The scene of the The 
meeting was the Warwick Hotel. Mr. Paul Prob 
Haase, assistant secretary of national head- Ashl 
quarters and managing editor of ‘The Con- Com 
Chicago New York San Francisco Detroit troller,’ was in attendance at the meeting and land 
; spoke about latest Institute developments. spec 
Washington Pittsburgh Minneapolis Boston tion 
| Buffalo Cleveland Columbus Indianapolis KANSAS CITY sche 
| Milwauk Dulut! St. Paul nr ere ROUND TABLE DISCUSSIONS tion 
| aukee St. Pau St. Louis i - 
aii — A round table discussion devoted to three _ 
Los Angeles Phoenix Seattle Portland specific topics was featured at the December ~ 
Vancouve Montreal ee eile 8 meeting of the Kansas City Control. port 
— anenree atin Mr. Robert S. Coons, assistant secretary- — 
treasurer, Interstate Bakeries Corp., led the Fle 
discussion on (a) Influence of current re- ec 
placement costs on corporate earnings as it CIN 
affects depreciation policy and _ post-war 
price level; (b) How long should a company 
= : os retain individual sales invoices, merchandise O 
= and expense purchase invoices, cancelled held 
checks and bank statements? at tl 
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Mr. Ralph O. Linville, controller, Kansas 
City Power & Light Co., led the discussion 
on (a) Functional accounting; (b) Prepara- 
tion of an accounting manual of instructions. 

Mr. Robert G. Waring, comptroller, But- 
ler Manufacturing Co., led the discussion 
of state and city sales and use taxes and 
problems in connection with doing business 
in other states. 


LOUISVILLE 
Topic: ACCOUNTING PROBLEMS 
A discussion of accounting problems was 
held by the Louisville Control on Decem- 
ber 17, at the Kentucky Hotel. Two guests 
on the occasion, Mr. William Selby, C. P. A. 
of Humphrey Robinson & Co., and Mr. 
Richard Huss, C. P. A. of Lybrand, Ross 
Bros. & Montgomery, discussed questions 
submitted by the members. 


INDIANAPOLIS 
Topic: ECONOMIC DEVELOPMENTS 
Dr. M. O. Ross, president of Butler Uni- 
versity, addressed the December 18 regular 
monthly meeting of the Indianapolis Con- 
trol at the Lincoln Hotel on “Current Eco- 
nomic Developments at Home and Abroad.” 


HARTFORD 
Topic: INFLATION 
Mr. Nicholas E. Peterson, vice president 
of the First National Bank of Boston, and 
editor of the bank’s monthly publication, 
the ‘New England Letter,” presented a talk 
entitled ‘Brakes on Inflation” to the mem- 
bers of the Hartford Control on January 8, 
at the Hartford Club. 


DETROIT 

Topic: BUSINESS INTERRUPTION IN- 

SURANCE 

Mr. George W. Carter, president of the 
Detroit Insurance Agency, presented his 
views on “Business Interruption Insurance” 
to the Detroit Control at its regular 
monthly meeting on December 16. The meet- 
ing took place at the Hotel Statler. 


DAYTON 
Topic: QUALITY CONTROL 
At the Van Cleve Hotel on December 11, 
the members of the Dayton Control listened 
to a presentation by Mr. Max Astrachan on 
“Some Aspects of Quality Control.” Mr. 
Astrachan is head of the Department of 
Mathematics at Antioch College, Yellow 
Springs, Ohio. 


CLEVELAND 
ROUND-TABLE DISCUSSION 


A round-table discussion was featured at 
the meeting of the Cleveland Control on 
January 14, at the Cleveland Athletic Club. 
Two principal questions covered were: 1. 
The Use of Accelerated Depreciation, and 2. 
Problems Created by Section 102. Mr. Ogden 
Ashley of the Cleveland Pneumatic Tool 
Company and Mr. Carl Dautel of the Cleve- 
land Graphite Bronze Company were the re- 
spective leaders of the discussions. In addi- 
tion to the above program, three films were 
scheduled to be shown. One film, ‘“Opera- 
tion 1946,” is a product of General Mills, 
Incorporated. The other two films, “Use of 
Mechanical Aids in Accounting,” and ‘‘Op- 
portunity, in the Best Location in the Na- 
tion,’ were made respectively by the Stand- 
ard Oil Company of Ohio and the Cleveland 
Electric Illuminating Company. 


CINCINNATI 
Topic: LEGAL PITFALLS 
On January 13, the Cincinnati Control 
held its regular monthly meeting and dinner 
at the Alms Hotel. As guest speaker for the 
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evening, Mr. Ernest R. Mitchell, general 
manager of the Union Light, Heat & Power 
Company, Covington, Kentucky, discussed 
“Legal Pitfalls in Business.” 


CHICAGO 
Topic: INDUSTRIAL RESEARCH 
“Industrial Research Today” was the sub- 
ject of a talk delivered by Dr. Jesse E. Hob- 
son at the December 18 meeting of the 
Chicago Control, which took place at the 
Mid-Day Club. Dr. Hobson is director of 
the Armour Research Foundation and a 
member of the Foundation’s Board of 
Trustees. 


CHATTANOOGA 
Topic: FINANCIAL STATEMENTS 
“Financial Statements from a_ Banker's 
Viewpoint” was the topic of discussion at 
the January 6 regular monthly meeting and 
dinner of the Chattanooga Control, with 


Mr. W. E. Harrell, vice president of the 
Hamilton National Bank acting as guest 
speaker. 

BUFFALO 


Topic: CONTROLLERSHIP AND PUB- 
LIC ACCOUNTING 

“What the Public Accountant Expects 
from the Controller’ was the subject of an 
address given by Mr. G. Charles Hurdman 
at the January 6 meeting of the Buffalo Con- 
trol, which took place at the Park Lane. Mr. 
Hurdman is first vice-president of the New 
York State Society of Certified Public Ac- 
countants, 


BRIDGEPORT 
Topic: FIELD WAREHOUSING 
Mr. R. L. 


Gordon was the featured speaker 
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at the January 7 regular monthly meeting 
and dinner of the Bridgeport Control, which 
took place at the Graduates Club, New 
Haven, Conn. Mr. Gordon, vice president of 
the Lawrence Warehouse Company, New 
York, presented his views on “Field Ware- 
housing and Inventory Financing.” Mr. 
Paul Haase, assistant secretary of The Insti- 
tute and managing editor of “The Control- 
ler,” was present at the meeting and spoke 
briefly on Institute affairs. 


BOSTON 
Topic: FEDERAL TAX LAW 
The proposed division of income provisions 
of the Federal Tax Law was discussed by Mr. 
Lawrence E. Green, of Hale & Dorr, Boston, 
at the Meeting of the Boston Control on Jan- 
uary 13, at Putnam & Thurston’s Restaurant. 
Mr. E. E. McConnell, past president of The 
Institute, served as chairman of the meeting. 


BIRMINGHAM 


Topic: PENSION AND PROFIT SHAR- 
ING PLANS 
The subject of the January 8 regular 
monthly meeting and dinner of the Birming- 
ham Control dealt with pension and profit- 
sharing plans. Mr. Harold Jackson, of 
Southern Natural Gas Co., and a member 


of the Control, led the discussion. The 
meeting took place at the Tutwiler Hotel. 
BALTIMORE 
Topic: DEFALCATION AND EMBEZ- 
ZLEMENT 
Mr. Arthur F. Timmins was the guest 


speaker at the meeting of the Baltimore Con- 
trol on January 14, which was held at the 
Lord Baltimore Hotel. Mr. Timmins, resident 
manager of Fidelity & Casualty Co., spoke on 
“Defalcation and Embezzlement.” 
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able losses. 





°} BIG BENEFITS 


IN A JAMISON INSURANCE AUDIT 


1. SURVEY OF EXPOSURES TO LOSS 
Particular attention is given to those loss exposures which could 
lead to large uninsured or inadequately insured losses. 


2. PREMIUM SAVINGS AVAILABLE 
The savings in premium available on present policies are fre- 
quently more than sufficient to cover the cost of essential increases 


3. REPORT ON THE ANALYSIS OF POLICIES AND COVERAGES 
Our reports point out in layman’s language what is needed to 
make each policy contract broad enough to fully cover all prob- 
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“What Special Help Do I Want from My 
Controller Under Present Conditions?” 


Excerpts from an address by H. E. Blood, 
president, Norge Division, Borg-Warner Cor- 
poration, Detroit. Presented at the 16th An- 
nual Meeting of the Controllers Institute of 
America. 


In addition to getting his figures out 
on time, watching credits with an eagle 
eye and receiving the annual blessing 
from the outside auditors, I expect my 
controller to show progressive economy 
in the accounting department due to 
cleaning up government contracts, the 
lessening of government reports and the 
simplification of our business in getting 
away from war work and back to our 
regular business. 

In getting the accounting department 
down to earth from its wartime peak, I 
want him to remember every day that he 
is manufacturing his figures for human 
consumption, and not for storing in 
archives, and that continual study should 
be given to the selection of accounts and 
reports which show each executive the 
figures vital to him in connection with 
the factors of the operation which he is 
in a position to personally influence. 

The controller should be outstanding 
in his ability to read the figures in such 
a manner as to interpret the past and to 
foresee the future. Even when reduced 
to the practical minimum, there are too 
many figures for executives to study and 
digest each month. The complexity of 
accounts seems to just naturally tend to 
grow, and will grow unless periodically 
overhauled with the objective of boiling 
them down to the minimum required 
for government and tax purposes and to 
make them fit the actual needs of man- 
agement. 

I think an alert controller will not per- 
mit budgets to get stale and frozen, but 
will keep them liquid and sensitive to 
current conditions from month to 
month. For example, some advertising 
departments, having been given a budget 
for the year, may run through with it 
more or less as a matter of routine, and 
to spend all the money in spite of the 
paper shortage, whereas they should be 
required from time to time to watch 
their cancellation dates and to revise 
their budgets either downward or up- 
ward as conditions change. 


WATCH INVENTORIES 


The controller in a manufacturing plant 
should keep in front of the proper parties the 
portion of the inventory which is in process 
and be on the alert to see whether the average 
time of processing material may be drifting in 
the wrong direction, thereby increasing the “in 
process” inventory. These abnormal trends in 
inventories frequently occur in times such as 
these when inventories are largely out of bal- 
ance and factory managements may allow cer- 
tain materials to get way ahead of others 
which are short. 


Due to shortages of many materials, buyers 
have had to concentrate on supplying enough 
to meet manufacturing schedules—sometimes 
regardless of cost. More emphasis now needs 
to be put by buyers on prices, and caution 
against buying too far ahead should be fos- 
tered by the controller in keeping the inventory 
analysis in such shape as to flag the danger 
points. Factory supplies may have been ac- 
cumulated to a point where inventory losses 
are just around the corner. 

The controller should realize that the sales 
people are thinking in terms of advertising, 
sales promotion, salesmen training, customer re- 
lations; engineers are thinking in terms of 
technical requirements in order to attain cer- 
tain performance objectives, and the factory 
men are concerned with thousands of prob- 
lems having to do with manufacturing tech- 
niques and labor. The controller is singularly 
the man to translate the thinking of sales, en- 
gineering and factory daily operating problems 
into the common language of dollars. 


Controllers can help in getting the whole 
organization to remember that the real em. 
ployer is the customer, and that all the money 
comes solely from that one source—the cus- 
tomer. They can build up within the organi. 
zation a better understanding of what profits 
mean and what they are for. They can con. 
tinually bring out the effects of our present 
high tax structure upon their own business, 

By comparing present taxes with prewar 
taxes, incident upon everything turned out by 
the company, the controller can show that un- 
der the present tax load, higher gross margins 
are required in order to absorb taxes and pro. 
vide for reserves and dividends. I do not be- 
lieve the average controller realizes to what 
extent sales executives think in terms of pre. 
war grosses—which do not leave sufficient net 
after taxes to take care of the minimum fe- 
quirements of return to the investor and re- 
serves for business purposes. 


* * * 


According to a Twentieth Century 
Fund report, used houses on the average 
account roughly for three fourths of an- 
nual residential sales. 


Recommendations Made as to Withheld 
Opinions Regarding Financial Statements 


Seeking adoption of practices to “mini- 
mize the possibilities of uncertainties and 
misinterpretations by third patties,” the 
committee on auditing procedure of the 
American Institute of Accountants made 
public, early in January, recommendations 
of procedures to be followed when ac- 
countants’ expressions of opinion are 
withheld from financial statements. Rec- 
ommendations of the committee are pre- 
sented in a statement entitled ‘‘Clarifi- 
cation of Accountant’s Report When 
Opinion is Omitted,” prepared for pre- 
sentation to the full membership of the 
American Institute for approval. The 
recommendations would have the effect 
of amending the organization’s ‘‘Exten- 
sions of Auditing Procedure,” adopted in 
September, 1939. 

The committee statement says, in part: 


“Since the accountant cannot effectively 
control the use to which financial statements 
accompanied by his name may be put, the 
adoption of practices which will minimize 
the possibilities of uncertainties and misin- 
terpretations by third parties is obviously 
to the interest of all concerned and should 
aid in the avoidance of embarrassment and 
damage to the profession. The committee on 
auditing procedure, therefore, recommends 
that, whenever financial statements appear 
on the stationery or in a report of an inde- 
pendent certified public accountant, there 
should be a clear-cut indication of the 
character of the examination, if any, made 
by the accountant in relation to the state- 
ments, and either an expression of opinion 
regarding the statements, taken as a whole, 
or an assertion to the effect that such an 
opinion cannot be expressed. 

“When the accountant is unable to express 
an over-all opinion, the reasons therefor 
should be stated. When the accountant con- 
siders it appropriate to comment further re- 
garding compliance of the statements with 
generally accepted accounting principles in 


respects other than those which require the 
denial of an over-all opinion, he should be 
careful to indicate clearly the limitations of 
such comments.” 


Stating the background of its recom- 
mendations,: the committee on auditing 
procedure points out that the presentation 
of financial statements on the stationery 
or in a report of an independent public 
accountant “without a definitive expres- 
sion clearly indicating the representations 
he is making as to their fairness tends to 
create uncertainties in the minds of those 
who do not have special information te- 
garding the preparation of the financial 
statements.” 

Illustrative of the practices ‘which 
frequently give rise to such uncertain- 
ties,’ says the committee, are: 


“1... . The presentation of financial 
statements on the stationery of the ac- 
countant without comment, opinion, of 
signature; or with the assertion that the 
Statements are ‘for management purposes 
only.’ 

“2... . The omission of an expression of 
opinion or of a specific disclaimer of an 
Opinion in a report of an accountant in 
which financial statements and comments on 
the scope of the audit are included. 

“In the first case it is not clear whether 
by his silence, the accountant intends to ex- 
press unequivocal satisfaction with the fi- 
nancial statements or whether he intends to 
disclaim an opinion at all. The assertion 
that the statements are ‘for management put- 
poses only’ leaves the reader in doubt as to 
whether it indicates a limitation on the scope 
of the audit examination, whether it merely 
designates the form in which fully-approved 
statements are presented, or whether it has 
some other significance. In the second case, 
there is a review of the accountant’s pro- 
cedures, but it is not clear whether those 
procedures were sufficient to permit the ex- 
pression of an opinion.” 





